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Planning an Audit of an Industrial Company 


By C. CuLLen Roserts 


Strictly speaking there is no such thing as a standard audit, 
by which it is meant that each audit should be conducted in accord- 
ance with the conditions obtaining in the company during the 
period under review. It is for this reason that an inflexible 
programme of work to be done cannot be followed safely even 
for a regularly recurring audit; and to attempt the conduct of 
every one by a rule-of-thumb method would end only in disaster. 
Every audit, therefore, should be taken up in the light of new 
work, whether it be one never undertaken before or one in the 
nature of a periodical renewal. There are, of course, certain 
fundamental laws which must be applied in all instances, but the 
manner of application is largely a matter for individual judg- 
ment. Thus, while all accountants may reach the same con- 
clusions in a given case, each will have followed his own plan of 
action based on the exigencies of that particular case as he saw 
them. 

It is evident that if an accountant fails to plan his work in 
advance and trusts to chance to develop the respective issues as 
the audit progresses, he places himself in a position analogous to 
that of a traveler who would start on a journey without first 
ascertaining the direction in which his destination lay. No matter 
how excellent the execution may have been on individual sections 
of the work, it will have been lost if it is learned only at the last 
minute that one absolutely essential feature could not be accom- 
plished. It may be said that the ultimate success of the account- 
ant’s work depends almost entirely upon the plan of action he 
follows in the conduct of his audits, and, accordingly, he should 
outline a definite plan at the commencement of each one. Its 
provisions should cause the issues of the work to be developed 
clearly and in proper time so as to permit of their being disposed 
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of in the sequence of their importance. It should provide also, 
not only for complying with the client’s wishes, but also for 
meeting the requirements of others who may be affected directly 
through the audit report—for instance, bankers (when not the 
client) who may use the audited accounts for credit purposes— 
and for discharging adequately the accountant’s own responsi- 
bilities while keeping the volume of work within reasonable 
limits. 

The assistant-in-charge upon receiving an assignment from the 
accountant should be sure first that he understands exactly what 
it is the client wants. This is not always as simple as it may 
sound, for quite often the client either is not clear on that point 
himself or, through the use of descriptive phrases having tech- 
nical meanings different from what they are intended to convey, 
fails to state his wishes correctly. In order that he may be able 
to interpret the client’s instructions correctly and to determine 
the client’s requirements intelligently, it is absolutely essential for 
the assistant-in-charge to understand clearly the difference between 
the respective classifications of the accountant’s work, the scope 
of each and the purposes for which they are undertaken usually. 
Accordingly, it is desirable to review the classifications briefly, 
which may be done as follows: 


1. Financial or balance-sheet audit 

Embraces a verification of the assets and liabilities, and 
an examination of the surplus account and the profit-and-loss 
account for the period under audit. This class is adopted 
when the primary purpose of the audit is for the accountant 
to ascertain the financial position of the company, and it is 
sufficient usually to enable him to certify to the correctness 
of the accounts, and to write a detailed report, if one is 
required, regarding the profits and the financial position. In 
cases where the audit is made for credit purposes, for the 
sale of the business, and so forth, the same general scheme of 
verification may be followed, with probably more attention 
given to the manner of doing business and to any special 
features than would be required in a regular annual audit. 
The amount of detail checking to be done in this class 
of work depends almost altogether upon the adequacy of the 
internal audit afforded by the systems of organization and 
accounting. Inasmuch as a financial audit is conducted along 
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the lines of comprehensive tests, it may not be adequate in 
cases where detection of embezzlement, etc., is intended ; neither 
may it be sufficiently thorough in the examination of the 
accounting and cost systems where new ones are to be devised 
and installed. 


2. Cash audit 





Embraces a complete check of all cash transactions during 
any one period. While, as its name implies, the principal 
effort is made in vouching cash disbursements and accounting 
for all cash receipts, it also involves a careful scrutiny of all 
journal entries, and the ascertainment that all postings and 
footings have been made accurately and correctly. The cash 
audit methods are used in such cases as where embezzlement 
is either to be prevented or detected; when payroll and 
stores disbursements are to be verified in detail; and gen- 
erally where the method of internal audit, if any exists, by 
the company itself does not provide adequately reasonable 
assurances that the detail work in the accounting and cashier’s 
departments is carried out correctly. 


. System work 

This class of work embraces a more or less exhaustive 
study of the methods of doing business and seeing whether 
or not the scheme of administrative organization and the 
systems of financial and cost accounting are adequate and 
suitable therefor. It naturally involves the drafting of forms, 
and the writing of detailed instructions as to their use as well 
as reporting on the conditions which are found to obtain. The 
general accounting procedures in all of the departments of 
the enterprise may be taken into consideration; and the 
technical capabilities of officers and employees, in so far as 
they relate to accounting duties, are to be observed. No 
verification of assets and liabilities, no vouching of disburse- 
ments or other similar auditing routine is involved in system 
work, except so far as it may be desirable to cite instances in 
support of adverse criticisms of existing conditions. 


4. Special investigations 





Special investigations cover all work not falling within 
the three classifications outlined above. In them would be 
included on the one hand such work as an expression of opinion 
based upon a given set of facts accepted without verification 
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of any sort and, on the other hand, such audits as necessitate 
the most exhaustive checking of detail. They include the 
verification of only one feature of the accounts such as, for 
instance, the preparation of federal-tax returns, or, again, 
they may call for the audit of all the accounts. 


It should be borne in mind that certified accounts with the 
accountant’s certificate appended are published widely as a general 
rule, but that the detailed report regarding a financial audit may 
be distributed only to the board of directors and chief executive 
officers. Usually the report on a cash audit is of a strictly confi- 
dential nature, and is furnished only for the use of the client and 
his designated representatives; and, accordingly, it is published 
only when some public interest is affected, as in the case of a 
municipal audit or the verification of funds raised by popular 
subscription. System reports are read ordinarily by all the 
officers of a company whose departments are affected ; and special 
investigation reports are distributed only in accordance with the 
expressed wishes of the client. 

From these brief descriptions of the four classifications into 
which the accountant’s work may be grouped, it is seen that while 
the same routine checking of certain features forms an essential 
part of all audits, they differ substantially from each other in the 
volume of detail work to be done, and that the principal difference 
between tiem lies in the purposes for which the work in the 
respective groups is undertaken. An assistant may become con- 
fused in planning a financial audit because to bring it to a suc- 
cessful conclusion a certain amount of detail checking of the cash 
transactions must be made, and the accounting systems must be 
examined. Therefore, great care must be exercised to keep the 
work within the limits of the classification to which it belongs, 
for while a client may be content, so long as the final result is 
satisfactory, to allow the accountant freedom in deciding what is 
essential to the proper discharge of his responsibilities, he will 
complain if the routine work of the office is interfered with 
unnecessarily and if the fee charged is disproportionately large 
compared with the size of the company. 

Inasmuch as the financial audit has a wider general scope, 
perhaps, than the others, and under certain conditions, as pointed 
out, may even take the appearance of a cash audit by reason of 
the volume of detail checking that is necessary to be done, the 
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suggestions offered in this memorandum regarding the formu- 
lation of a plan of action will deal principally with this classifica- 
tion. However, with modifications to suit particular circum- 
stances, these suggestions will be applicable to all classifications 
of work. 

It has been said that the assistant-in-charge should first ascer- 
tain what the client’s wishes are. In order to accomplish this he 
should be sure to obtain all the information which his principal 
may have regarding them. He should not be satisfied merely 
with the oral instructions which may be given vaguely enough 
for one reason or another, but should obtain the correspondence 
file, if there is one, to read for himself before leaving the office 
any letters and memoranda relating to the work about to be taken 
up. He should look up the public history of the company as 
published in Poor’s or Moody’s Manuals or any other similar 
publication, obtaining therefrom an idea as to the size of the 
enterprise ; the location of its plants; the plan of executive organi- 
zation; the personnel of the board of directors and the names 
and titles of the principal officers; whether or not its accounts 
for the preceding year have been audited and by whom; and a 
résumé of its financial structure. The assistant should also inquire 
whether the firm has ever done the work before; and, if so, 
should secure the permanent file, working papers, report and 
certificate, and, incidentally, ascertain the total number of hours 
spent in doing the work. A careful perusal of these letters and 
records often will indicate the probable purpose of the audit 
which more than anything else will serve as a guide to what the 
client wants; and, in the event of a recurrent audit, it will also 
acquaint the assistant-in-charge with the important issues that 
have been encountered during the conduct of previous audits and 
with their disposition, as well as giving him a general idea as to 
the length of time it probably will require to complete. Should 
any matters appear in the files which are not understood by the 
assistant-in-charge, he should discuss them with his principal 
before meeting the client. 

It occurs sometimes that little information is contained in the 
files, and there is not a public record available, while the account- 
ant may have been requested merely to arrange to do “some audit 
work” without having had the opportunity of ascertaining either 
its character or purpose. In such cases, it is necessary for the 
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assistant-in-charge to interview the client immediately upon arrival 
at the latter’s office for the purpose of learning precisely what is 
wanted. He must decide at that time whether the work is of a 
character that his principal would either decline to accept or defer 
starting ; whether its accomplishment is practicable ; whether there 
are reasonable grounds for believing the fee may prove to be 
uncollectible. In fact, this last-mentioned feature may be con- 
sidered very properly in all work. 

After presenting his credentials to the client and introducing 
his juniors (if any accompany him), the assistant-in-charge, in 
case reasonably adequate information was obtained at the 
accountant’s office, should confirm his understanding of the 
instructions and of the purposes to which the audit report may be 
put. If the client’s instructions have been misunderstood, the 
assistant should communicate immediately with his principal so 
that, if desirable, a change in arrangements may be made with a 
minimum loss of time. 

After securing suitable space in which to work and meeting 
the chief accounting officers, he should put his juniors to work, 
temporarily at least, upon probably some purely routine matters, 
such as footing inventories or copying general ledger trial 
balances. Then he should obtain a list of the subsidiary com- 
panies and branches, if there are any, and a copy of the latest 
financial reports rendered to the head office by each one. The 
general scheme of accounting control which the head office main- 
tains over the subsidiaries and branches should be ascertained ; 
and, unless their books and accounts are kept at the head office, 
arrangements should be made for their audit. When the account- 
ant’s representatives who will attend to these audits are instructed 
as to exactly what is wanted, they should be furnished with a 
transcript of the inter-company and branch accounts as shown 
on the head-office books, and should be requested further to 
reconcile the balances at the outset, thereby avoiding as far as 
possible the danger of delay in this important feature. 

In formulating a plan of action the sources from which 
important issues may arise should be one of the first things to be 
ascertained. The balance-sheets at the beginning and end of the 
period and the profit and loss accounts for the current and pre- 
ceding fiscal periods as prepared by the company, drawn up in 
comparative form, with the increases or decreases between periods 
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inserted in a third column, will be found of great value for this 
purpose, as well as showing the assistant the accounts he is called 
upon to verify. From these comparative statements a schedule 
should be prepared showing what funds became available during 
the period and the manner of their disposition to indicate further 
where the important issues may lie. These balance-sheets and 
profit-and-loss accounts should then be checked to the trial 
balances; and leading balance-sheet schedules may be prepared 
advantageously showing the composition of each amount appear- 
ing thereon by using the titles of the accounts in the ledgers. 
Aside from the value of disclosing the important issues, this 
work has the added value of indicating the “manner of thinking” 
by the company’s officers, and furthermore will familiarize the 
assistant with the accounting terms in use by the company. 

It is desirable at an early stage in formulating a plan of 
action to secure copies of the company’s price lists and cata- 
logues, or, if they are not available, a list of fairly representative 
products manufactured, together with a schedule of the terms 
under which sales are made, of any guarantees regarding the 
workmanship and against changes in prices, etc., which may be 
given to customers, and of the regulations in regard to returns. 
These lists will give the assistant-in-charge a general idea of the 
company’s products, and, together with an analysis of the sales, 
which probably the sales department, if none other, can furnish, 
will indicate what kind of commodities may be expected in the 
inventories. He may also see from them what particular articles 
constitute side lines or supplements and are incidental merely to 
the principal business, as well as those which the company con- 
siders with special favor. A comparison of these lists with those 
in effect at the beginning of the period will disclose any price 
changes during the period and should lead the assistant to watch 
carefully for corresponding changes in costs, overhead expenses, 
sales terms and other causes and effects of increased or decreased 
sales prices. While it is not proposed to suggest methods here 
by which the actual checking or auditing routine should be carried 
out, it will not be amiss to mention that these price lists and 
schedules will be found of great benefit later when the actual 
work on inventories, accounts receivable, contingent liabilities, 
deferred charges, sales and cost of sales, etc., is undertaken. 
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If it is at all practicable to do so, the assistant-in-charge, 
accompanied by the junior whom he will assign to work on the 
inventories, should make a trip through the factory as soon after 
commencing the audit as possible. This trip should not be under- 
taken as a sight-seeing expedition for the purpose of satisfying 
idle curiosity, but as a serious feature of the audit made with a 
view to becoming more familiar with the accounts through the 
privilege of having seen the factory procedures than would be 
possible otherwise. The assistant should request for an escort 
someone with a thorough knowledge, not only of the manu- 
facturing processes, but also of the cost accounts; and it is a good 
plan for him to take a small memorandum book with him so that 
observations made and information obtained may be noted care- 
fully therein for future reference. Starting at the receiving 
room, the trip should proceed through each department in the 
sequence of the manufacturing processes as nearly as possible, 
ending at the shipping room. While on the trip, the assistant 
should observe carefully the accounting conditions, especially in 
the stores and stockrooms, time-keeping department, receiving 
room and shipping department. He should also ascertain what 
cost data are maintained by either the foremen or factory clerks, 
and the methods by which they are reported to the cost depart- 
ment. He should note the manner in which the materials and 
products are stored, whether or not they are protected by means 
of physical barriers from indiscriminate handling, etc. Care 
should be exercised to observe whether or not any old machinery, 
spare parts for plant or obsolete stocks are stored in the store- 
rooms and bins so that when drawing up a detail programme 
for the verification of the inventories these conditions will not 
be overlooked. This information will also prove helpful in the 
examination of the reserve for depreciation, of the repair accounts 
and of the credits to the plant accounts. The apparent relative 
importance of the respective processes from a cost viewpoint 
should be noted, and explanations of the manufacturing processes 
should be obtained in sufficient detail to enable the assistant to 
verify the inventories intelligently. Although, of course, the 
greatest benefit obtained from the trip will relate to the inven- 
tories, the assistant should also watch for new buildings, equip- 
ment, plant, etc., and by careful inquiry learn from his escort 
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whether they represent additions to capital and increases in the 
earning power of the plant or were only renewals. 

It is a good scheme to include as a part of the formulation of 
a plan of action the perusal of the minutes of the meetings of the 
stockholders, board of directors and such committees as have 
power to act, which have been held since the date of the last audit. 
The matters that should be noted especially and of which careful 
excerpts should be made are authorizations of financing plans, of 
expenditures for capital additions and for other purposes, and of 
the sale, abandonment or dismantling of plant; contracts for any 
purpose; changes in the bylaws affecting the responsibilities of 
officers ; changes in the personnel of office; designation of officers 
to sign cheques, contracts, notes, etc.; rates of salaries and com- 
missions fixed ; authorized depositories for the company’s funds ; 
agencies from which loans may be obtained; declaration of divi- 
dends, and any other matters which either directly or indirectly 
may affect the accounts and finances of the company. If the audit 
is being undertaken for the first time, a copy of the articles of 
incorporation and of the bylaws should be obtained, and relevant 
excerpts thereof should be made for the accountant’s permanent 
file. 

The suggestions so far offered are intended chiefly to guide 
the assistant-in-charge in obtaining a general view of the business. 
its method of operating and its scheme of administrative organi- 
zation, which is essential before he undertakes the general 
examination of the systems of financial and cost accounting. This 
examination is one of the most important features of the audit, 
but for the purpose of the plan it may be limited chiefly to 
principles rather than to the execution of the details as the latter 
can be ascertained when the actual verifications are made. The 
purpose of the examination at this stage of the work is to enable 
the assistant-in-charge to reach conclusions as to the extent to 
which it will be necessary to check the details of the accounts in 
order to discharge his responsibilities. If the audit in hand is in 
the nature of a renewal, it will only be necessary to note what 
changes in organization and system have been instituted since the 
last audit, and whether they conform to sound practice or not. 

The following examples serve to indicate the general scope of 
examination of accounting systems. 
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Careful note should be made of the internal checks existing to 
prevent the misappropriation of funds by high officers as well as 
by junior clerks; the understatement of liabilities (a) by with- 
holding invoices and records of loans, etc., (b) by holding cheques 
in the treasurer’s department after they have been recorded as 
being disbursed ; the writing off of accounts receivable as uncol- 
lectible without proper authority, and the making of unauthorized 
disbursements. The dates when physical inventories were taken 
should be ascertained, and the methods used in taking them 
should be investigated thoroughly to see that the danger of dupli- 
cation and other errors in count has been reduced to a minimum 
and that the inventories were taken by or under the direct super- 
vision of responsible officers. If the inventories have not been 
taken by count at a recent date, what reliance can be placed on 
book records? Will it be necessary to qualify the certificate in 
regard to the inventories? When a physical inventory is available, 
the methods followed in transcribing the quantities as shown by 
the count to the inventory sheets should be examined carefully to 
see whether an adequate check was obtained or not. The basis 
of valuing the inventories and the sources from which the prices 
were obtained should be ascertained. Inquiry should be made as 
to whether the cost system forms a part of the general accounting 
system or not and whether the officer in charge is responsible to 
the chief accounting officer or not. If the two systems are inde- 
pendent of each other, what evidence is there that the costs rep- 
resent the actual expenditures? If the cost system is based upon 
specification costs, how are they compiled and by whom, and 
how often are they compared with actual costs? The system by 
which charges to capital accounts and to repair accounts are made 
should be examined carefully. Inquiry should be made as to the 
methods followed in approving invoices, etc., for payment, and 
for distributing the charges over the accounts, and also as to the 
manner of approving journal vouchers. Particular care should 
be given to the manner in which the general ledger control accounts 
are operated—that is, whether they actually control the under- 
lying ledgers or are mere summaries of the details with no 
effective control. Inquiry should be made as to how and by whom 
the credit limits of customers’ accounts are fixed, and who is 
authorized to declare customers’ balances uncollectible and to have 
them written off. Care should be taken to see if it is possible for 
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shipments to be made to customers and to be charged to them 
without being credited properly to the inventory. It is a good 
plan to compile a list of the officers, department heads and senior 
clerks who keep the records, and to indicate thereon briefly the 
extent of their authority and the books and’records which are 
under their charge. 

The assistant-in-charge should now assign the juniors to their 
respective parts of the audit. In doing so he should be governed, 
first, by the relative importance of the routine they will be 
required to follow; secondly, by the technical capabilities of the 
men; and, thirdly, by their respective personalities. He should 
remember that he alone will be held strictly responsible for the 
conduct of the audit, and that the juniors are expected only to 
work under his direction. He should, therefore, be explicit in 
his instructions and not allow the programme to be changed 
except with his approval. A safe plan for him to follow is to 
write the programme for each section of the work in detail, 
stating exactly what routine work is to be done and how it is to 
be done in each instance, and including rough sketches of the 
form in which the relative schedules should be prepared. The 
junior should be required to initial each detail of the programme 
as he completes it; and the assistant-in-charge should watch 
closely the progress made. Upon completion of the detail pro- 
gramme the assistant-in-charge, having made sure that all his 
instructions have been complied with by reviewing carefully the 
junior’s working papers, should sign it in approval and file it as 
part of the working papers relative to the audit. 

After writing the programme for the juniors, the assistant- 
in-charge should draw up a general programme or outline cf 
work to be done on the audit as a whole from the notes he has 
made while formulating his plan of action. This programme, 
with the notes, should be in a form that will serve as a guide not 
only for himself during the conduct of the work, but also for 
any one else, should it become necessary to recall him for any 
reason during the course of the work. This general programme 
should include an estimate of the number of hours which will 
be required to complete each section of the audit. Should the 
estimated total amount to an excessive number the assistant should 
review the whole plan carefully to see if it is not possible to 
reduce the volume of work in order to keep the fee within 
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reasonable limits. Should it appear to be impracticable to reduce 
the volume of work, the principal should be advised so that if 
desirable a change in arrangements may be made. When the plan 
of action has been decided, and the general programme has been 
drawn up, a full report thereof should be sent to the accountant 
in order that he may be advised as to the probable issues which 
may be developed and the difficulties that may be encountered 
during the work. During the course of the audit it probably 
will be necessary, or desirable, to make changes in the general 
programme, and these should be noted clearly thereon, while their 
effect on the estimated time must not be overlooked. 

Of course, if, during the preliminary study of conditions as out- 
lined, the assistant-in-charge finds that it will be either impossible 
to comply with the client’s wishes or impracticable to do so without 
an unreasonably large fee being incurred, he should discuss the 
matter with the client without delay and then advise his principal 
of all the circumstances. Furthermore, if it appears that the 
certificate to the accounts will have to contain qualifications, 
especially those of a serious character, the client, as well as the 
accountant, should be informed of the fact as soon as the adverse 
conditions are disclosed, so that any changes in the instructions 
may be made before a great deal of work shall have been 
performed. 

The length of time which it will take the assistant-in-charge 
to formulate a definite plan of action will, of course, depend upon 
the size of the company; but it will be found that this time will 
be more than made up during the audit by the efficiency gained in 
working along clearly defined lines with a definite end in view. 
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Depreciation and Retirement of Property 
By Witi1aM H. BEti 


In The Accountants’ Index there are three hundred and thirty- 
eight pages devoted to the bibliography of depreciation. It would 
seem, therefore, that the subject has been fairly well covered in 
the literature of accountancy, engineering and management. The 
writer confesses at the outset that he has not read everything 
listed on the subject, not even the complete list. It may be, 
therefore, that the theory to be advanced in this article has found 
expression before, but a fairly diligent search of recent literature 
has failed to disclose it. So much by way of apology for an 
utterance on what is generally regarded as a threadbare subject. 


Perhaps it is not an exaggeration to say that it is a universally 
accepted principle that when a unit of property is retired from 
service its book value should be completely written off. In 
determining this book value, amounts credited to a reserve for 
depreciation as appertaining to the particular unit of property are 
deducted from the cost, which is carried in the asset account. 
Any salvage value is, of course, also deducted. For illustration, 
assume that a typewriter which is being retired cost $100, that it 
has a salvage value of $20, and that it has been depreciated five 
years at 10 per cent., a total of $50. The combined entries 
recording the retirement would then be in effect as follows (the 
precise form varying on account of differences in means of 
recovering the salvage or exchange value) : 


Cee viens dccenbinke ceeeeeeenias $20.00 
Reserve for depreciation of furniture 
GE GROG ob occ vi awe ceeees 50.00 
Pret GW i bid cos icvsin cee 30.00 
To furniture and fixtures ....... $100.00 


The principle involved in the treatment outlined above is 
correct in theory provided the rate at which the particular unit 
of property is depreciated is as nearly correct as an estimate of 
depreciation can be. In actual practice, however, in the compu- 
tation of depreciation particular units are seldom considered. 
Nearly all business concerns classify depreciable property into not 
more than three or four groups, such as buildings, machinery, 
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furniture and fixtures, automobiles, etc. With varying degrees of 
exactitude estimates are made of the useful life of property in 
general classes and the aggregate cost of each class is depreciated 
accordingly. As depreciation is at best an estimate, it is likely, 
unless the recognized classes of property are unreasonably 
inclusive, that such grouping for depreciation purposes affords 
as nearly accurate results as it is usually practicable to obtain, 
especially if attention is given periodically to the relation of the 
accumulated reserves to the corresponding asset accounts. At 
any rate, regardless of whether the practice is theoretically sound 
or not, it exists and we must reckon with it. 

The purpose of this article is to show that where an average 
rate of depreciation is used, and the rate appears to be reasonable, 
if a unit of property is retired, for ordinary causes, in advance 
of the average estimated life of all the units in its class, the 
entire cost of the unit retired (less any salvage) should be 
charged to the reserve for depreciation, without any charge to 
profit and loss for the amount not specifically reserved against it. 

It is in order at this point to consider the nature and purpose 
of a provision for depreciation. Is so-called depreciation set up 
strictly as an estimate of the decline in value of the property up 
to that time, or does it represent amortization of the cost of the 
property, that is, a means of spreading the cost over the operations 
of certain periods? It seems to be a combination of the two. The 
valuation feature cannot be ignored, but in view of the fact that 
the net valuation intended to be expressed is the value to a going 
concern, and can be no better than an estimate, the principle to 
be followed in arriving at that valuation must, under ordinary 
conditions, be that of equal apportionment of net cost (cost less 
estimated salvage) over the years constituting the expected use- 
fulness of the property. Where depreciation rates are applied to 
particular units of property or where group rates are based upon 
detailed surveys of the component items of the groups, there should 
be no considerable difference between the results obtained under 
the two principles, but where average rates are adopted with 
little regard to details, as is usually done, the results may be in 
accord with the amortization theory but not with the valuation 
theory. 

The standard procedure which calls for writing off a net loss 
when a unit of property is retired is based largely upon the 
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valuation theory. The procedure recommended here is condi- 
tioned to some extent upon acceptance of the amortization theory. 

For the purpose of demonstration let us take an office furni- 
ture and fixtures account, the initial charges to which are as 
follows: 





(1) Typewriting and calculating machines..... $2,000 
(3) TE occ ncssks capes ct oe insane 1,000 
(3) Desks, chairs, and cabinets .............. 3,000 

ROOM ot ide d does dca chsh 030408 00s $6,000 








It is estimated that the life of these classes of equipment will 
be: (1) three to four years, (2) ten years, (3) fifteen years. An 
average depreciation rate of 10 per cent. is adopted, based upon 
these estimates of time and the amounts involved. 


Let us assume that the actual life of the equipment is as 
follows: 























Cost Years 

BOUND op cccnds vate nenantens $1,500 3 
500 5 

$2,000 
Gee... 5iccsseeeees oe $ 500 9 
500 11 

$1,000 
SN Ms ES pantaes obssaccee $2,000 14 
1,000 15 

$3,000 








The following table illustrates the accounting for the depre- 
ciation and retirement of this equipment under the two methods— 
the first writing off the deficiency in depreciation on equipment 
retired within ten years, and the other allowing the loss to stand 
as an apparent impairment of the reserve for depreciation. No 
consideration has been given to salvage values, as their intro- 
duction would unnecessarily complicate the matter without 
affecting the principles involved. 
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-——— Standard method—— Proposed 

Profit and loss method 
Assetaccount Reserveaccount (adjustments) Reserve acc’t 

Year Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr. 
a eee osias a ae cee aa oe | 
ES Se eae aan 600 ais. <del senate 600 
Bee... <n. GRO $ 450 600 See: sass $1,500 600 
Ei in obec <. eaenee eked 450 eg coat caadtic 450 
a Ae 500 250 450 ee eae 500 450 
Oe PRR eye wibcain 400 seed oS Mee cata 400 
Re on ie ow asans 400 fee ee aan 400 
eg.” nian Cares 400 Sede peas cae 400 
SR iaial alsa 500 450 409 eer ee 500 400 
PS ae wiaaica 350 aibaca Cc Caen cai, 350 
BS Gil <% sok 500 550 350 isa. oe 500 850 
SD iis Sdincak: "sagen ¢ ceueiod 300 canal: Aeake Rael 300 
ig Sera eee I 300 an Se 300 
aS 2,800 300 eS 800 2,000 300 
ee 1,500 100 me 500 1,000 100 


Tota! $6,000 $6,000 $6,000 $6,000 $1,350 $1,350 $6,000 $6,000 


It will be seen that the charges to profit and loss for depre- 
ciation each year, credited to the reserve, are the same under 
both methods; but the effect of the adjustments at the time of 
retirement is to charge to profit and loss an aggregate of $1,350 
in the third, fifth and ninth years and credit the same amount in 
the eleventh, fourteenth and fifteenth years. In the third year, 
under the standard method, profit and loss is charged $1,650 
instead of $600; and in the fifteenth year there is a net credit to 
profit and loss of $400 instead of a charge of $100. 

Of course, such radical fluctuations in charges for depre- 
ciation as these are seldom so obvious in actual practice, but the 
only reason is that when units of property are retired they are 
usually replaced by other units, which are depreciated at the 
same rate, the process going on continuously, so that the effect 
of the adjustments crediting profit and loss to rectify excessive 
depreciation of some units is not so clearly revealed as it is in the 
foregoing illustration, where only the original equipment is 
considered. 

If the account which has been discussed had been subdivided 
for depreciation purposes, and the three classes of equipment 
included had been treated separately, the depreciation rates would 
have been about as follows: machines, 30 per cent.; rugs, 10 
per cent. ; desks, etc., 6 2/3 per cent. As these rates are as specific 
as practicable, any differences between the cost and the provision 
for depreciation should be written off at retirement, as is done 
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under the standard method. Based upon these specific rates and 
the foregoing schedule of retirements, the charges to profit and 
loss to write off the entire cost would be as follows: 


Machines: 
1st to 3rd years (depreciation @ $600).... $1,800 
8rd year (adjustment) ...........22++4-- 150 
4th year (writing off entire balance, as it is 
less than depreciation at established rate) . 50 $2,000 





Rugs: 
1st to 9th years (depreciation @ $100)..... 900 
9th year (adjustment) ............+0005: 50 
10th year (depreciation—entire balance) .. 50 =: 1,000 





Desks, etc. : 
1st to 14th years (depreciation @ $200)... $2,800 
14th year (adjustment) ............0005- 133 
15th year (depreciation) .............++. 67 3,000 





TOU ok aciscibcn tose ccpacdhepeenseeneaaeeee $6,000 

The following shows the charges to profit and loss in the 

several years at the above specific rates as compared with the 

charges at the average rates employed under the proposed method 

and the standard method exemplified in the foregoing, as well as 
the net book value at the end of each year under each method: 


7—Charges to profit and loss 7——— Net book values ——— 
At At average rates At At average rates 
specific Proposed Standard specific | Proposed Standard 
Year rates method method rates method method 
Ist ...$ 900 $ 600 $ 600 $5,100 $5,400 $5,400 
.. 900 600 600 




















2nd . 4,200 4,800 4,800 
8rd ... 1,050 600 1,650 3,150 4,200 8,150 
4th ... 350 450 450 2,800 8,750 2,700 
5th ... 300 450 700 2,500 3,300 2,000 
6th . 300 400 400 2,200 2,900 1,600 
7th ... 300 400 400 1,900 2,500 1,200 
8th ... 300 400 400 1,600 2,100 800 
9th ... 350 400 450 1,250 1,700 350 
10th ... 250 350 850 1,000 1,350 Nil 
llth ... 200 350 300 800 1,000 *300 
12th ... 200 300 300 600 700 *600 
13th ... 200 8006 300 400 400 *900 
14th ... 333 800 *500 67 100 *400 
15th ... 67 100 *400 Nil Nil Nil ~ 

Total . $6,000 $6,000 $6,000 

*Credit. 


This tabulation proves very clearly that, viewed in the light 
of both conceptions of depreciation—that is, from the stand- 
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points of amortization of the cost over a given period and valua- 
tion at a given time—the results to be obtained over the entire 
period under the application of average rates of depreciation are 
much more nearly accurate, as judged by the results of application 
of specific rates, when no adjustment is made in respect to deficient 
or excessive depreciation at the time of retirement of property. 

The illustrations have been confined to cases in which depre- 
ciation is carried in reserve accounts, which is the generally 
accepted modern practice. However, as reserves for depreciation 
are merely bookkeeping expedients and should be regarded as 
deductions from the asset accounts, there should be no essential 
difference in the treatment of retirements whether the net book 
value of a unit of property is carried in one account or two. If 
provision for depreciation is credited directly to the asset account 
at an average rate which is approximately accurate, failure to 
relieve the account of the entire cost of retired units is offset by 
excessive credits for depreciation of the remaining units. 

It should be understood that this principle is intended to apply 
only to retirements for ordinary causes. If a unit of property is 
prematurely retired on account of casualty or obsolescence the 
accounts should be adjusted in respect of the deficiency in depre- 
ciation ; but if that unit, with others, has been depreciated at an 
average rate, and the elimination of that unit will affect the rate 
to be applied to the others, the reserve for depreciation should be 
adjusted to give effect to the changed conditions as to the property 
remaining as well as that retired. 
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Accounting as a Profession* 


ITS SCOPE IN SECONDARY SCHOOLS 
By H. T. Scoviiy 


During the last decade a fad has been spreading over the 
country for the study of accounting. The fad started more than 
a decade ago, but it did not become extremely popular until about 
1911-12. This was soon after the first income-tax law, which was 
applicable only to corporations as an excise tax, became effective 
in 1909. Prior to that time several universities had offered courses 
in accounting. In some cases, they were offered at the suggestion 
of, and with some financial backing or guarantees by, the state 
societies of certified public accountants. Prior to 1911 only 25 
states had C. P. A. laws, and there were only 1,100 C. P. A’s. in 
the United States. The average business man knew of a pro- 
fessional accountant or auditor only as one to be called on in case 
of defalcation or embezzlement, or to help find an error which 
the bookkeeper could not find after three or four weeks of diligent 
search. Thousands of business men, I am confident, did not know 
of the accountant even in these capacities. 

It was in 1910, I think, that at least two of the largest and 
best-known correspondence schools in the country offered their 
courses in accounting for the first time. Like some of the uni- 
versity courses in their infancy, they were handicapped by the 
lack of an adequate accounting literature. They relied to some 
extent on books and articles published by British accountants who 
had at least twenty or thirty years’ experience and tradition back 
of them as a result of the earlier development of the profession 
in the British isles. 

Gradualiy business men learned more of the work of the 
professional accountant, as an advisor, an auditor, a systematizer, 
and one who could arrange the accounting elements of a business 
in a way that would make them render a distinct and valuable 
service to the business executive or owner. Such a realization 
meant greater demands on the time of the professional accountant. 
More men were needed in the profession. More junior account- 
ants were taken into accountants’ offices. These juniors as well 
as their employers, some of whom were not too well prepared 
for the professional work, realized the advantages of studying in 
conjunction with the practical work. This increased the enrol- 


*Address before the annual meeting of the American Federation of Commercial 
Teachers, St. Louis, Missouri, December 30, 1921. 
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ment in correspondence courses and night schools in accounting, 
and caused a considerable stimulus to the courses in bookkeeping 
and accounting offered in the regular university and secondary 
school curriculum. Practically every weekly or monthly peri- 
odical had some advertisement portraying vividly the advantages 
of accounting study and the unlimited heights to which one might 
soar in the business atmosphere if he were only to study the 
subject for a comparatively short time. 

These conditions were modified and intensified to a very 
marked degree by the enactment of the federal income-tax act 
on October 3, 1913. The professional accountant became better 
known than ever after the act was passed. In the first few 
months of 1914 the practising accountants found difficulty in 
handling all the income-tax and other engagements that arose. 
News spread in a variety of ways that there was a scarcity of 
accountants. Young men were advised to study to be accountants, 
without knowing any more about the profession than the fact that 
an accountant had to do something with the books of account, 
that he was paid well and that it was easy to get a job if one 
studied the subject for a few months and had some natural ability. 

About this time, the federal trade commission called attention 
to the fact that probably 90 per cent. of the manufacturers of the 
country did not know what it was costing them to produce. Cost 
systems were advocated. Public utility commissions were created 
in a number of the states, thus requiring the services of trained 
accountants in auditing and checking reports. Then the federal 
income-tax act was amended in 1916, making it more far-reaching 
than ever and requiring the services of more trained accountants. 
Also, about this time, some of the states enacted income-tax laws. 
Notable among these were Massachusetts and New York which 
had followed the example of Wisconsin set in 1911. Following 
the entrance of the United States into the world war in April, 
1917, there was effected the passage on October 3, 1917, of a 
grectly amended income-tax law with the excess-profits and war- 
profits tax provisions added. To handle the situation arising from 
the creation of these somewhat complicated features, the account- 
ants were worked almost to the limit of human endurance during 
the first few months of 1918. It is doubtful, however, if the peak 
of the load was reached as a result of income-tax legislation until 
the time for preparing the 1918 returns came in the early months 
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of 1919. It was for those returns that the treasury department 
for the first time required a reconciliation of the profits shown 
on the returns with the balance-sheet and surplus account of a 
corporation as shown by the books. Up to this time a considerable 
number of business concerns had made up the income-tax returns 
for themselves, in more or less of a conscientious manner, without 
necessarily having them agree with any account books. This new 
provision caused many business houses to decide that accountants 
were necessary in the preparation of the returns. It also convinced 
many that their accounting systems were inadequate. 

We have thus traced briefly the development of events which 
seem to have caused the accounting profession to receive such 
favorable consideration from young people looking toward a life 
work. It might be added also that, somewhat unfortunately, it 
caused a great many people to transfer from other professions 
and occupations who were not trained in accounting nor especially 
fitted for the work. It was not uncommon to see a registered 
pharmacist, not especially successful in his chosen profession, or 
a former bar-tender, only slightly reformed, or a bank clerk, a 
school teacher or an individual from almost any other occupation 
trying to serve as an income-tax specialist. 

Is it any wonder that the enrolment in bookkeeping and 
accounting courses increased beyond all reasonable expectations? 
Is it any wonder that the enrolment in the regular day-time 
courses in accounting at the university of Illinois, for example 
(where there are no night school nor extension classes), increased 
from 135 in 1913 to 1,864 in 1921? Is it any more remarkable 
that the enrolment in accounting courses in the great metropolitan 
cities like New York and Chicago should mount up to 5,000 
students in a single institution as it did in one of the large 
universities this fall offering both day and night courses? It 
seems to be merely a tendency supporting the economic theory of 
supply and demand. 

Looking at the problem from the point of view of the institu- 
tions offering courses in accounting, is it any wonder that they 
attempted to meet the situation by offering greater opportunities 
for the students to prepare themselves? Is it very remarkable 
under the conditions that some universities and colleges were 
finally practically compelled in the interests of self-preservation 
to offer courses in accounting when they had never done so before? 
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Incidentally, is it strange that under this great pressure, many 
secondary public and private schools attempted to go farther than 
they had ever gone before in offering advanced courses in book- 
keeping and accounting? All these steps seem to be the ones 
that should have been taken by the average prudent administrative 
educator. 

The question before this body today is: How far shall this 
enlargement proceed—this inflation of accounting instruction? 
Shall all institutions proceed on the assumption that the supply 
of good accounting humans is to be far below the demand for 
many years to come, or shall they pause to survey the situation 
before taking further steps? This is a good time to pause for 
careful consideration. Has not a period of reaction set in? The 
general business depression has left many good bookkeepers out 
of employment. They shift to other less remunerative positions 
of the same general nature, or perhaps take the place of some of 
the pharmacists, teachers, attorneys or others who entered account- 
ing work when the entering was good, but who now are the first 
ones to be eliminated from the race when it begins to grow 
exciting as a result of the stronger competition. The peak of 
the load having been reached in the early part of 1919 it appears 
there should have been a tendency to permit supply more nearly 
to catch up with the demand even without a business depression. 
Coupling these things with the fact that the federal excess-profits 
tax returns will not be called for after this year’s returns have 
been completed, one is inclined to think that institutions offering 
bookkeeping and accounting courses may well afford to look into 
the future with a more settled air than for several years past. 
We should hardly look for such marked increase in enrolment 
except as it is accompanied by increases in students in general. 

This condition will be a very welcome one to some of us. 
It may not be so welcome to others. If the time is approaching 
when bookkeeping and accounting teachers can take time at least 
to analyze the situation and catch their breath after an uphill run, 
as it were, before settling down to a steadier pull on the plateau, 
should they not consider carefully the whole educational situation 
involving these courses? Two of the questions that might arise 
for consideration are: 

1. Should colleges and universities offer elementary courses 
in bookkeeping and accounting ? 
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2. Should secondary schools and private business colleges 
offer advanced courses designed to train for professional account- 
ing work? 

Our meeting today is concerned more with the second of 
these questions—hence we shall answer the first one rather briefly. 
I believe that the next decade will not see any material change 
in the elementary courses in accounting taught in university 
schools or colleges of commerce. Several of the recent elementary 
texts seem to fit university conditions and provide an ample 
amount of illustrative or so-called practice work to supplement 
the theories and principles. In my opinion universities must 
continue to teach the elementary courses in accounting or book- 
keeping until such time as they see fit to prescribe that at least 
one year of high school bookkeeping must be offered for entrance 
into the school or college of commerce. One unit of high school 
bookkeeping is quite commonly accepted for entrance at present, 
but it is not required. 

At the university of Illinois, where students have been per- 
mitted for about eight years to present for entrance one year of 
bookkeeping in an accredited high school, only from ten to fifteen 
per cent. of those entering the college of commerce have so pre- 
sented it during the last two years. This would as yet hardly 
justify the university in requiring students entering commerce 
to take their bookkeeping course in the secondary schools. More- 
over, it is very unlikely even if ninety per cent. of the students 
presented entrance credit in bookkeeping that it would appear 
soon to be educationally sound to remove some of the older 
fundamental entrance requirements to make room for book- 
keeping. Thus it appears that state universities at least must 
continue to offer rather elementary courses in accounting for 
several years to come. 


The second question which is of considerable importance at 
the present time is not so easily settled. Of course one could 
dispose of it in his own mind by saying “yes” or “no” and then 
arguing according to his statement until he really believed it. 
The question is worthy of conscientious analysis. Should 
secondary schools and private business colleges offer advanced 
courses designed to train for professional accounting work? 

It is to be understood first that professional accounting is that 
application of the science for which one receives a fee rather than 
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a salary. One would not be called a professional cost accountant, 
for example, if he was regularly employed on a salary basis. If, 
however, he received a fee for his services as a cost accountant 
and was, therefore, not considered as being on the regular payroll 
of the business applying the cost system, he would be classed as 
a professional cost accountant. Similarly, we might define a 
professional income-tax accountant, a professional auditor, a 
professional system builder and so on. All of these come under 
the general head of a professional accountant recognized as such 
when he hangs out his shingle as a certified public accountant. 


Before considering how, when and where the professional 
accountant should be trained, it is necessary to consider his duties. 
The accountant is no longer a mere checker of figures, as some 
people believed him to be a decade or more ago, nor is he 
primarily interested in finding clerical errors. It is still true that 
the first-class professional accountant and auditor must know the 
sources of error, the possibilities of collusion and the methods of 
crooks, whether employer or employee. Overshadowing some of 
these things, however, the accountant must have the qualities of 
a business advisor, an interpreter of facts, a judge of proper 
treatment of business transactions, and a conveyor of clear, 
specific, pertinent business facts to the executive, the banker, the 
stockholder or the government. 

In order fully to perform these duties in a way that will not 
react unfavorably upon the profession the accountant besides 
having a thorough knowledge of accounting principles and prac- 
tices must know the principles of auditing, cost accounting, 
income-tax procedure and similar special subdivisions of the 
general realm of accounting. Furthermore, he must be entirely 
honest, conscientious, accurate, and must have the bearing of a 
truth-seeker. He should be to a very large degree tactful, per- 
sistent, analytical and curious. He must have the ability to 
correlate facts and figures. He should have the ability to handle 
men. He should have the powers of expressing himself in good 
English and of making clear explanations to others. In the allied 
business fields he should understand banking, public and private 
finance, insurance, and should be quite familiar with corporate and 
partnership law, the law of negotiable instruments, bankruptcy, 
suretyship and contracts. As an aid to all these, he should be 
thoroughly grounded in the principles of economics, involving the 
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laws of value, price, distribution, etc. A good accountant must 
also be familiar with the modern tendencies in business manage- 
ment and organization. With qualities of this sort it is probably 
needless to say that he should also be a good citizen. 


These somewhat extensive qualifications will be required of 
the professional accountant much more in the future than they 
have been in the past. It seems to me that the time is not far 
distant when only the accountant well trained in the several 
respects enumerated will succeed. In this respect, it is not 
materially different from the profession of law. The American 
Bar Association at its last annual meeting, in considering the 
raising of standards for the legal profession, received a report 
which indicated some remarkable conditions in the profession. In 
effect the report brought out the fact that of all the shyster 
lawyers in the country, there was only an insignificant number 
of them proportionally who had received as much as two years 
of standard college or university training before taking up a more 
intensive study of law. This report, I understand, was used very 
largely as a basis for advocating that membership in the American 
Bar Association henceforth should be open only to those trained 
in law who have also received a college education equivalent at 
least to two undergraduate years before pursuing the legal 
curriculum. 

Will it be necessary for the accounting profession to become 
as old as the legal profession before it recognizes that there are 
elements to consider in the professional man besides his mere 
narrow specific technical ability? It seems to me that the account- 
ants may well take a word of warning from the experience of the 
lawyers and avoid undue embarrassments which have arisen in 
the past and are sure to increase in the future if precautions are 
not taken to keep out of the recognized group those who might, 
through lack of training, become the shyster accountants of the 
future. 

In considering what would be the best training for accountants 
having the ideal qualifications, we do not want to be misinter- 
preted as implying that all people in professional work who do 
not have a college education in whole or in part are shysters. 
There are undoubtedly hundreds of good conscientious lawyers 
who have never been to college and whom no one would think of 
classing as shysters. Similarly, there will be and are at the present 
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time hundreds of good conscientious accountants who would not 
drag the name of the profession into disrepute and who have 
never received any part of a college education. Profiting by the 
experience of the legal profession, however, we might be justified 
in arranging for a better general training on the part of the young 
men who intend to enter the accounting profession. 

Many of the qualities that are desirable in a good accountant 
may be developed in a secondary school as well as in a college or 
university. The latter institution, however, has many advantages 
in the broader training. We would mention some of these. 


A university school of commerce in good standing at the 
present time will be found to have a much larger variety of 
courses than a secondary public or private school would have. 
It would also have much more adequate library facilities, its 
courses would be better organized, and the instructors are much 
more likely to be specialists in their respective fields. They would 
be specialists not only in theory but also in practice, as some of 
the larger institutions are able to attract instructors in accounting 
who have had considerable practical experience in business and 
in professional accounting engagements. 

In addition to these specific advantages which the university 
colleges of commerce might offer, most of them would be able to 
present exceptionally good courses in allied subjects which are 
so essential to the success of the practising accountant, such as 
the principles of economics, corporate finance, banking, mathe- 
matics of investment, political science, history and similar 
subjects. 

The secondary schools and private business colleges are not as 
well equipped, and, from the nature of their existence, they hardly 
could expect to become as influential and as successful in the 
training of practising accountants. Their allied subjects are in 
many cases confined to one or two brief courses taught by one not 
thoroughly trained or probably by one who has so many other 
courses to handle that he cannot give proper attention to all of 
them. The secondary schools can hardly expect to offer courses 
taught by specialists in a variety of accounting courses such as 
auditing, cost accounting, income-tax procedure, governmental 
accounting, or C. P. A. problems. They may be able to present 
adequately a course in intermediate theory of accounting. In 
some exceptional cases it might be possible even to offer good 
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instruction in advanced theory. The exceptional cases, however, 
are not the ones that should govern in framing policies which 
seem best for the future of the profession. 


In view of the evidence which I have presented in some of my 
opening remarks that the standard of the accounting profession 
is to be raised considerably as the great pressure of the last few 
years is released, it seems quite evident that the accountant must 
be better trained than in the past. He must know and not guess. 
He cannot get through on a bluff. He must know conditions and 
all about their interpretation in ordinary accounts, cost accounts, 
financial statements or income-tax returns. The secondary 
schools and business colleges may teach good courses in com- 
mercial arithmetic and the equivalent of two years of high-school 
bookkeeping and accounting, together with a course in accounting 
theory. Good, thorough instruction in these courses will be a 
material benefit to the accounting profession as well as to the 
business world in general. Commercial arithmetic in the modern 
sense properly taught is one of the most valuable courses for a 
young person entering business and is especially necessary for 
one who would be a good accountant. We would not advocate 
that high schools and business schools attempt more than this as 
part of a training for a professional accountant, for beyond such 
technical courses the student does not comprehend the situations 
and problems until he has studied economics, business procedures 
and organization. In training for the accounting profession, as 
in other professions, the secondary schools should try to lay. the 
foundation of good citizenship and a basis for future study. The 
final preparation for the accounting profession should be in 
university schools of commerce. I think the secondary schools 
and private business colleges should offer a course in accounting 
theory for the benefit of the industrial accountant who needs to 
know good accounting theory in order to understand the set of 
books which he is later to supervise. 


This conclusion, derived after careful analysis, should not be 
construed in any sense as belittling the position of the secondary 
schools and private business colleges in their efforts to teach 
commercial subjects. They undoubtedly should continue, and I 
hope they will continue, to teach the great mass of young people 
who fill the rank and file of commercial positions. Undoubtedly 
some of the young people will have their natural abilities supple- 
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mented and enriched by such instruction to such an extent that 
they will become the leaders in industry. It must always be true 
that the majority of commercial jobs or positions will be of a 
routine nature to be filled by those who receive a fundamental 
training with special drills in accuracy, business courtesy and 
application. Such positions must be filled by the graduates of 
our secondary schools and private business colleges. 
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Commission Problems Simplified 
By Joun F. MAHONEY 


There have appeared at various times, in the Student’s Depart- 
ment and elsewhere in THE JOURNAL OF ACCOUNTANCY, suggested 
methods for the solution of problems involving the computation of 
commissions after deducting federal taxes. The difficult feature 
of this type of problem is that the commission is a deductible 
expense in computing taxes and, by the conditions of the com- 
mission agreement, taxes must be known before commission can 
be determined. 

In some of the solutions which have come to the attention of 
the writer, algebraic formule, intricate and possibly mysterious 
to the average person, have been derived and employed in the 
process of solution. Without question, the algebraic method is 
a handy mathematical tool to have under control when required. 
Very few accountants, however, use algebra often enough in their 
daily work to feel confident of results obtained by that method, 
especially when the formulz employed must be derived in the 
course of the computation. 

In other solutions, especially those contained in the admirable 
and very complete article by Mr. Van Oss in the Journat of 
January, 1921, preliminary amounts are first computed for taxes 
and commission. These preliminary amounts are known to be 
incorrect, and by a process of reasoning the percentage of error 
is determined and applied to find correct amounts of commission 
and taxes. 

In many of the solutions encountered, the problems have been 
classified according to relation of commission to tax brackets. 
That is, the commission is stated to be contained wholly in the 
first or second bracket of the excess-profits tax, or partly in each 
bracket, or, in the case of individual proprietorship, all in one 
certain surtax bracket, or partly in two adjoining brackets. 

Now, as between the government and the taxpayer, it is true 
that the tax in the final bracket of the excess-profits tax or the 
final surtax bracket is decreased by the existence of such a com- 
mission agreement. The agent entitled to the commission, how- 
ever, is not concerned with tax brackets, since by the terms of 
his agreement every dollar of net profits after taxes contains a 
certain proportion which belongs to him as his commission. 
(Under conditions similar to those given in problem 2, of course, 
commission attaches only to every dollar over the amount of last 
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year’s profits.) This is true of the portions exempt from taxes 
and the amounts included in any and all tax brackets. 

It is on the above principle that the method of solution here 
suggested is based, namely, that every dollar of net profit has 
attached thereto a certain amount of commission, subject to 
exceptions imposed by the conditions of the problem, such as noted 
concerning problem 2. 

Attention is called to the fact that algebraic formulz are not 
required in the solutions; that only the details of procedure are 
varied by changing the conditions of the problem, and that the 
amounts representing commission and taxes, when determined, are 
final. Preliminary incorrect determinations are not required. 
Proof given with each problem demonstrates the accuracy of the 
method and the results obtained. 

The following series of problems is intended to cover all the 
variations which may ordinarily be met with in the conditions 
contained in problems of this nature. They may be classified as 
follows: 

Problem 1. Sole proprietorship: commission paid to sales 
manager on total amount of net profits after taxes 
have been deducted. 

Problem 2. Sole proprietorship: commission paid only on the 
increase of this year’s profits over last year. 

Problem 3. Corporation: commission at a flat rate paid on 
total net profit after taxes have been deducted. 

Problem 4. Corporation: commission paid on net profit after 
taxes, but on a sliding scale of commission. 


PROBLEM 1 
A sole proprietor agrees to pay his sales manager, as commis- 
sion, 10% of net profits after federal taxes. Income before taxes 
and commission is $23,462.04. Commission is to be considered 
an expense of the business in determination of net profits. 


~ 


(1) (2) (3) (4) (5) 
Progressive total Taxable Commission Normal Surtax 
accounted for in income 2— (4+ 5) tax 

columns 2 + 3 10% of 
$ 2,200.00 $ 2,000.00 $ 200.00 Exempt Exempt 
4,383.00 4,000.00 383.00 $ 160.00 $ 10.00 
$ 6,583.00 
15,218.00 14,000.00 1,218.00 1,120.00 700.00* 
21,801.00 
1,661.04 1,533.74 127.30 122.70 138.04 











$23,462.04 $21,533.74 $1,928.30 $1,402.70 $ 848.04 
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Proor oF PRoBLEM 1 





























Income Tax 
Fetal Mente nnn s so cesccssnaeaeraus $23,462.04 
Deduct commission ..............-. 1,928.30 
Tee HIE 0 osisn.vs scck Feusenneaes $21,533.74 
1000 GORING 0 i.. os ons iceseocets 2,000.00 
Balance subject to tax ..............- $19,533.74 
Normal tax: 
GUE. 6 dain x cokes t.43san cei saioeh 4,000.00 $ 160.00 
ONS GBs 60s. 8s ctr eee $15,533.74 1,242.70 
Tee Wi WX |... 6 iiss $ 1,402.70 
Surtax: 
Taxable income as above ........... $21,533.74 
Surtax exemption ........6ccs0s08 5,000.00 
$16,533.74 
SOR Gi aa Viscandcindsonnepeunean 1,000.00 $ 10.00 
$15,533.74 
*Average of 5% om ...........200- 14,000.00 700.00 
OU: OW einatad< dsc aisuveissveaoe $ 1,533.74 138.04 
TOM NES, sii esc cadn ne $ 848.04 
Ti GO Sikaa a sos ks cMcwincawehseccas $ 2,250.74 
Ta SN 5 os eae 23,462.04 
Balance—net income plus commission. . $21,211.30 





Commission—since commission is 10% 
of net income, commission must be 
one-eleventh of above, or .......... $ 1,928.30 


*On the full amount of $14,000.00, the surtax rate on the first $2,000.00 
is 2%, and the surtax rate on the last $2,000.00 is 8%, the rate increasing 
1% for each $2,000.00. Since the rate of increase is uniform, the use of an 
average rate gives correct results, (2 + 8 + 2 = 5%) and $14,000.00 by 
5% is $700.00. 








EXPLANATION OF PROBLEM 1 

The column headings should be self-explanatory. On each 
line in the computation, except the last line, column 2 is filled in 
first. Our first entry is $2,000.00, this amount being exempt 
from normal tax and surtax, but subject to commission of 10%, 
or $200.00. This amount is entered in column 3. The total 
accounted for to this point is now entered in column 1, namely, 
$2,200.00. On the next $4,000.00 of taxable income, a normal 
tax of $160.00 and surtax of $10.00 are payable, as entered in 
columns 3 and 4 respectively. Commission payable, 10% of 
$4,000.00 minus $170.00 taxes, is $383.00 as shown. Now the 
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total accounted for on the second line is $4,383.00, and the pro- 
gressive total accounted for equals $6,583.00. 

The remainder of income is subject to 8% normal tax and a 
graduated surtax, increasing 1% by amounts of $2,000.00. We 
nave a choice of two methods. We may enter in column 2 the 
amount $2,000.00 a number of times, extending properly each 
time, until we have accounted for the remaining income except a 
balance less than $2,000.00. The shorter method, and the one 
used here, is to enter in column 2 an amount which is a multiple 
of $2,000.00 and will leave a balance of taxable income unac- 
counted for less than $2,000.00. Inspection will generally show 
the proper amount, in this case $14,000.00. The varying surtax 
rate is averaged, as explained in the note. Proceeding as with the 
lines above, we find that the progressive total accounted for is 
now $21,801.00, leaving a balance of $1,661.04 still to be appor- 
tioned between taxes, net income after taxes and commission ; 
and this amount is now entered in column 1. 

While we have yet to solve for the exact amounts of each of 
the elements composing the amount $1,661.04, we know the 
relation which each of these elements bears to taxable income. 
This relation is fixed by the tax laws or the conditions of the 
problem, as follows: 

Ee 8% of taxable income 
Surtax (on income over $2,000.00) 9% “ ” " 
Income after taxes (100%—17%) 83% “ as " 


Commission is 10% of income after 
taxes, and is therefore........ 83% 





The amount $1,661.04 there- 
SD a5 0 Vea ine Uieiin dine sere 108.3% “ «“ - 








Dividing $1,661.04 by 108.3 gives $15.3374, which is 1% of 
taxable income. Shifting the decimal point to the right two 
places gives $1,533.74 as 100% taxable .acome, which is entered 
in column 2. Next multiply $15.3374 by 8, by 9, and by 8.3, 
thus giving the amounts to fill in columns 4, 5 and 3, respectively. 
The method here given of finding the relation between the various 
elements composing the balance of $1,661.04 is the key to the 
process of solution and is practically the only step in the solution 
which may not be performed mentally. 

Proof of problem 1 immediately follows the demonstration. 
Tt will be noticed therein that the final commission amount, which 
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proves the result, is determined by dividing total income less 
taxes by 11. Conditions of the problem stated that commission 
was to be considered as expense of the business in determination 
of net income, before computing commission. Therefore income 
less taxes, containing net income and commission, equals 110% 
of net income and is equal to 11 times the commission. 

If conditions of the problem required that commission was 
not to be considered an expense, the amounts shown in column 3 
would be equal to 1/9 of the respective amounts obtained by 
deducting the sum of columns 4 and 5 from column 2, since, 
under such a condition, the relation between net income and com- 
mission would be as 90 is to 10. And the final proof would be 
obtained by taking as commission 1/10 of total income less taxes. 
The totals of tax and commission columns, of course, would be 
different. The procedure would in all other respects be the same. 
In all the problems which follow, commission has been treated as 
expense. The preceding explanation should be sufficient to make 
thoroughly clear the method of solution if treated otherwise. 

PROBLEM 2 

A sole proprietor agrees to pay his sales manager 10% com- 
mission on the increase in net profits over the profit earned in the 
previous year. Commission is to be computed on the basis of 
income after taxes in each year, and the commission, when de- 
termined, is to be considered an expense of the business. Income 
after taxes last year was $9,763.26; income this year, before taxes 
and commission, amounts to $23,462.04. Compute taxes and 
commission for this year. 

SOLUTION OF PROBLEM 2 

















(1) (2) (3) | (4) (5) (6) 
Progressive Taxable Commission Normal Surtax Net income 
total accounted income 10% col. 2— tax after taxes 
for in (4 + 5) after 
column 2 + 3 i $9,763.26 in 
column 6 
$ 2,000.00 $ 2,000.00 scanner Exempt Exempt $2,000.00 
4,000.00 4,000.00 jnnioiaiiets $ 160.00 $ 10.00 3,830.00 
$6,000.00 
4,000.00 4,000.00 Jew baat 320.00 100.00 3,580.00 
401.43 401.43 Perens 32.11 16.06 353.26 
$10,401.43 $10,401.43 aetna $ 512.11 $ 126.06 $9,763.26 
1,739.24 1,598.57 140.67 127.89 63.94 
$12,140.67 
10,850.00 10,000.00 850.00 800.00 700.00 
$22,990.67 
471.37 435.65 35.72 34.85 43.56 














$23,462.04 $22,435.65 $1,026.39 $1,474.85 $ 933.56 
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Proor oF SOLUTION 











Income Tax 

ND CN oon cs ada hs- pine $23,462.04 

De NOE 4 cic winad audiences wan 1,026.39 
I I on dpe eicdas ebek veine $22,435.65 

ED faudcenueh edd bee ehekew ce’ 2,000.00 

Balance subject to tax ............-. $20,435.65 
Normal tax: 

RN i Ste cae wa 4,000.00 $ 160.00 

DE cha 6 kip pects Laeeehaaete $16,435.65 1,314.85 
I OME ros ask cada ceueda ee 1,474.85 
Surtax: 

I NN i. ss cawevcidine cca $22,435.65 

Exempt from surtax ............... 5,000.00 
Balance subject to surtax ............. $17,435.65 

As per table of surtax rates ........ 17,000.00 $ 890.00 

10% on balance of .......6..0s0000 435.65 43.56 
DE NE cos scents daswnntates ac $ 933.56 
I i oo a piu. ol head awe os $ 2,408.41 
WE a sce aco & dhe hede eins 23,462.04 

ee a a ee $21,053.63 

Income after taxes—previous year ... 9,763.26 
Increase in net income, on which com- 

mission is based, and the commission 

itself, is included in the difference, 

which therefore represents 110% net 

I rk 2 gk akihelsaanine ea acanden”e 0 $11,290.37 
Commission, 10% or 1/11 of above .... $ 1,026.39 


EXPLANATION OF SOLUTION—PROBLEM 2 

The conditions here given appear to be more difficult of solu- 
tion than those of problem 1, but the same principle may be 
applied, with very minor changes in detail. It will be noticed that 
the amount stated as net income for last year is actually net income 
after taxes. Column 6 is added for the demonstration of this 
problem, and is headed “‘Net income after taxes.” This addi- 
tional column controls the computation up to the point where 
the amount of last year is reached. Incidentally it is apparent 
that column 1 at this point shows the extent of income before 
taxes for last year, that is, $10,401.43. If the rates of tax were 
different last year, this latter statement would not be true; but 
a change in tax rates would not change the details of the solution, 
under the conditions given. 
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Column 2 is filled in with the amounts $2,000.00 and $4,000.00, 
respectively, these amounts representing the limits at which the 
tax rate changes. The other columns are extended in the same 
manner as explained for problem 1. By inspection we find that 
$4,000.00 more can be entered in column 2, and extended without 
passing the limit set for the total of column 6, which is now 
found to be $9,410.00. It is now clear that the entries on the 
next line are controlled by the fact that the amount to be entered 
in column 6 must be $353.26, bringing the total thereof to 
$9,763.26. Therefore this line is worked from right to left, the 
controlling figure $353.26 being first entered in column 6. The 
surtax rate is 4% between $10,000.00 and $12,000.00, and the 
normal tax rate is 8%. Therefore $353.26, representing net 
income after taxes, equals 100%—(8%-+4%), or 88% of taxable 
income. And 353.26 divided by 88 equals 4.0143, making taxable 
income, as entered in column 2, 100 times this amount. Normal 
tax, at 8% equals $32.11, and surtax at 4%, $16.06. To this 
point, totals of column 1 and 2 are equal, since commission is 
payable only on income greater than that earned last year. From 
this point on column 1 controls, and column 6 is not necessary 
to the solution. 


The next amount entered in column 2 should be such as to 
bring the new total of column 2 to a multiple of $2,000.00, since 
this amount marks a change in surtax rate, and $1,598.57 is the 
correct figure. The same normal and surtax rates apply as in 
the line just above. From this point to the end the procedure is 
the same as employed in problem 1, and a detailed explanation 
is unnecessary. A slight variation from problem 1 is found, 
since the surtax rate for the last line is 10%, instead of 9% as in 
the previous problem. Normal tax, 8%, and surtax, 10%, leave 
net income after taxes at 82% of taxable income. Commission 
is therefore 10% of 82%, or 8.2% of taxable income. The 
amount $471.37, which is entered in column 1 to bring the total 
thereof to $23,462.04, is hence divided by 108.2, instead of by 
108.3 as in the previous problem. Proof immediately follows 
the solution. 

PROBLEM 3 

A corporation, with invested capital of $80,000.00, has agreed 
to pay its sales manager 15% of net profits after income and 
excess profits have been deducted. Income before taxes and 
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commission equals $19,764.80. 


Compute taxes and commission, 


considering the commission itself as an expense in the determina- 


tion net profits. 


SOLUTION OF PROBLEM 3 




















(1). (2) (3) (4) (5) 
Progressive Taxable Commission Excess- Income 
total acc’ted income 15% of profits tax 
for in column 2 tax 
cols. 2 + 3 minus 
cols.4 + 5 
$ 2,300.00 $ 2,000.00 $ 300.00 Exempt Exempt 
8,399.00 7,400.00 999.00 Exempt $ 740.00 
$10,699.00 
7,312.80 6,600.00 712.80 $1,320.00 528.00 
Totals—first bracket $18,011.80 $16,000.00 $2,011.80 $1,320.00 $1.268.00 
—second “ 1,753.00 1,621.65 131.35 648.66 97.30 
Totals. ...$19,764.80 $17,621.65 $2,143.15 $1,968.66 $1,365.30 
PROOF OF PROBLEM 3 ’ 
Income Tax 
NAMIE <0. 25 caukee cc ren dhanuain $19,764.80 
ee as coud cnedetaas ne 2,143.15 
ED IN a ins paieccdeaesns $17,621.65 
Excess-profits tax : 
20% of invested capital ............... $16,000.00 
Excess-profits credit: 
8% invested capital...... $6,400.00 
FR a ere 3,000.00 9,400.00 
Balance taxable at 20% ........... 6,600.00 $ 1,320.00 
Over 20% of invested capital, taxable 
"= QAR 3a $ 1,621.65 648.66 
pe re $ 1,968.66 
Income tax: 
OE co wad awed ican cmiraed's $17,621.65 
Less: 
Excess-profits tax ....... $1,968.66 
Re errr e 2,000.00 3,968.66 
Income tax—l0% on ...............5. 13,652.99 1,365.30 
(NE II eae ee ae $ 3,333.96 
ARS Ss SUR tae oe 19,764.80 
Income after taxes, which includes com- 
mission, and therefore is 115% of net 
NOD kk bans sso She W ew sb aones t $16,430.84 
Net income, 100/115 of $16,430.84 ...... $14,287.69 
Commission, 15% of net income ...... 2,143.15 
$16,430.84 
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EXPLANATION OF PROBLEM 3 


The principle applied in problems 1 and 2 will serve as well 
in the solution of problems in which the taxpayer is a corpora- 
tion. Columns 4 and 5, respectively, are used for excess-profits 
and income-tax amounts, instead of income and surtax as in the 
previous problems. Excess-profits tax is applied as a credit in 
computing income tax on each line, thus differing from the 
method used in computing the amounts to be entered in columns 
4 and 5 when the taxpayer is an individual. 

Column 2 is filled in first on each line up to the limit of 
taxable income in the 20% bracket, namely, $20,000, under the 
conditions given. We know that $9,400 is exempt from excess- 
profits taxes, i. e., 8% of $80,000, or $6,400, in addition to a flat 
exemption of $3,000. Of this $9,400, $2,000 is exempt from 
income tax as well. Column 2 is thus filled in with the amounts 
which mark the variations in rate of tax. The first $2,000 is 
exempt from all taxes. The next $7,400 is exempt from excess- 
profits tax (total excess-profits credit, $9,400), but is subject to 
income tax of 10%. The balance in the 20% bracket, or $6,600, 
is subject to 20% excess-profits and income tax of 10% on the 
remaining 80% thereof. The entry in column 4 is $1,320, and 
the entry in column 5 is $528, this amount being 10% of $5,280 
($6,600 — $1,320). 

A total of column 1 at this point shows the amount, in this 
case $18,011.80, which is the limit of total income affected under 
the first bracket. Totals of the last three columns show the 
amounts of commission and taxes, respectively, which attach 
thereto. 

Column 1 now becomes the control, and therein is entered the 
amount which will bring the total of this column to the amount 
given in the problem as total income, that is $19,764.80. Entering 
$1,753.00 in column 1 will give the total required. As in the 
previous problems, this amount is now separated into the various 
elements composing it, the relation of which, each to the other, 
is fixed either by the tax law or the conditions of the problem. 


The relation may be expressed as follows: 
Excess-profits tax equals :........ 40 9% of taxable income 
Income tax—10% of the remaining 

COT GUNEED oct ccccccccsedeuns . 6 
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Net income is therefore .......... 54 % “ . “ 
Commission, 15% of net income (or 

15% X 54% taxable income)... 8.1% “ “ “ 
$1,753.00 is found to be ......... 108.1% “ . e 








It follows from the relations expressed above that $1,753.00 
divided by 108.1 will disclose a quotient which is 1% of taxable 
income. The amount is $16.2165. Taxable income under the 
second bracket is, therefore, 100 times this figure, or $1,621.65. 
And multiplying $16.2165 by 8.1, by 40 and by 6, respectively, 
will give the proper amounts to be entered in columns 3, 4 and 5. 

In addition to the method of apportionment outlined above, 
an important feature is that column 1 controls whenever a point is 
reached where the balance of taxable income is subject to the same 
tax and commission rates throughout. Let us suppose that total 
income had been $18,000.00. It is clear that no tax would have 
been payable in the second bracket. In this event, column 1 
would control the line beginning with $7,312.80, and the amount 
entered therein would be $7,301.00, the resulting total of column 
1 being $18,000.00, the amount of total income. The balance of 
$7,301.00 would be subject to the same tax rate throughout, and 
apportionment thereof would be made in the same manner as 
that in which the amount of $1,753.00 is apportioned in the 
demonstration of problem 3. The difference in tax rate, 20% 
instead of 40%, will result in the following relations between the 


elements : 
Excess-profits tax equals ......... 20 % of taxable income 
Income tax—10% of the remaining 
BP SIE ce nvvicsvoccncwecans 8 % “ : z 
Net income therefore is .......... 12 % “ ° " 


Commission, 15% of net income (or 
15% X %2% of taxable income). 10.8% “ “ 6 


$7,301.00 is found to be .......... 110.8% “ . “ 
from which the amount of each of the various elements can be 
computed. 





PROBLEM 4 
A corporation, with invested capital of $80,000.00, has agreed 
to pay its sales manager a commission on net income, after taxes 
are deducted, on a sliding scale. 
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15% on the first $5,000.00 of net income, 


10% on the next $5,000.00 of net income, 
5% on the balance of net income. 


Commission is to be considered an expense of the business in the 
determination of net income. 


SOLUTION OF PROBLEM 4 














(1). (2) (3) (4) (5) (6) 
Progressive Taxable Commission Excess- Income Income 
total accounted income rate profits tax after taxes 
for in times tax and 
columns 2 + 3 column 6 commission 
$ 2,300.00 $ 2,000.00 $ 300.00 Exempt Exempt $2,000.00 
3,783.33 3,333.33 450.00 Exempt $ 333.33 3,000.00 
- 4,432.67 4,066.67 366.00 Exempt 406.67 3,660.00 
1,995.11 1,861.11 134.00 $ 372. 148.89 1,340.00 
4,909.49 4,738.89 170.60 947.78 379.11 3,412.00 
$17,420.60 $16,000.00 $1,420.60 $1,320.00 $1,268.00 $13,412.00 
] 2,344.20 2,282.57 61.63 913.03 136. 1,232.59 
$19,764.80 $18,282.57 $1,482.23 $2,233.03 $1,404.95 $14,644.59 























Proor oF SOLUTION—PROBLEM 4 











Balance, which includes net income and 
commission, equals 


Income Tax 
De BR in ccd ictks tbevacwectaus $19,764.80 
ee ee ee eT Tope: 482.23 
$18,282.57 
Excess-profits tax: 
20% of invested capital ............... $16,000.00 
Less: 
; Excess-profits credit, 
8% invested capital ...... $6,400.00 
PINE, shins dee Ab th eects 3,000.00 9,400.00 
Tek ee Be OE vin has ok ctcdcentbaccus $ 6,600.00 $ 1,320.00 
ek Tr ee OR bk tas <edateancanee 2,282.57 913.03 
Total excess profits ........ssesccecses $ 2,233.03 
Income tax: 
SD SUN... otk a nner comnehenbe $18,282.57 
Less: 
Excess-profits RE AT $2,233.03 
PN v-cihtn cadutiesoues 2,000.00 4,233.03 
BE GB Aiitaiend vcs sodeevbisioneeeie $14,049.54 1,404.95 
NE Bilis. cncidcicaaeneksaden $ 3,637.98 
WO OD: bcc ccwecavbanteens 19,764.80 


$16,126.82 
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This amount, under the conditions stated, is made up as below: 
Net Commission Commission 


income rate amount Total 
ee a Sie eae $ 5,000.00 15% $ 750.00 $ 5,750.00 
ESAS eee 5,000.00 10% 500.00 5,500.00 
ES Seep 4,644.59* 5% 232.23 4,876.82 














$14,644.59 $1,482.23 $16,126.82 


EXPLANATION OF SOLUTION—PROBLEM 4 
Column 6 is added in this solution and is a control column up 
to the point where $10,000.00 of net income is reached. This 
column is made necessary by the fact that the rate of commission 
changes at $5,000.00 intervals, to $10,000.00 net income, at which 
point the rate remains 5% for the balance. 


On the first line, $2,000.00, entered in column 2, is exempt 
from all taxes, but subject to commission amounting to $300.00. 
The same amount is entered in column 6. The latter column now 
controls, and $3,000.00 is entered therein, this amount being the 
balance subject to 15% commission, as entered in column 3. 
While exempt from excess-profits tax, income tax at 10% is 
payable on all taxable income over $2,000.00. The amount 
entered in column 6, therefore, is 90% of taxable income, and 
100%, or $3,333.33, is entered in column 2, which controls the 
next line. Under taxable income is now entered $4,066.67, 
making the total of column 2 to this point $9,400.00, the limit of 
excess-profits tax exemption. Deducting 10% tax leaves $3,660.00 
to be entered in column 6. Commission, now at 10%, is $366.00. 

From this point on, to a total of $16,000.00 in column 2, 
taxable income is subject to 20% excess-profits and 10% income 
tax. Column 6 now controls, on account of the varying rate of 
commission. Under the conditions given, there remains $1,340.00 
of net income subject to commission at the 10% rate. Commission 
thereon is $134.00 as entered. Excess-profits tax is 20% ; income 
tax is 10% of the remaining 80%, or 8% of taxable income. 
Therefore $1,340.00 represents 100% — 28%, or 72% of the 
amount to be entered in column 2 as taxable income. This amount, 
$1,340.00, divided by .72 equals $1,861.11, 20% equals $372.22, 
and 10% of the remainder is $148.89. 

* The last line is computed by dividing $4,876.82 by 105%, since this 
balance consists of 100% net income plus 5% commission. Column 1 and 3 


are the results of multiplying the quotient thus found by 100 and 5, 
respectively. 
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Since the balance of income is subject to the same rate of 
commission throughout, column 6 will not control any further 
computations. In column 2 is entered ar. amount sufficient to 
bring the total thereof to $16,000.00, the total taxable under the 
20% bracket. The correct entry is found to be $4,738.89. Excess- 
profits tax, at 20%, equals $947.78; income tax, 10% of the 
balance, equals $379.11. Income after taxes amounts to $3,412.00, 
and commission at 5% is $170.60. A total of column 1 at this 
point shows that we have accounted for and prorated $17,420.60. 
It is clear that, under the conditions given, income before taxes 
and commission amounting to more than $17,420.60 would have 
to be earned before any part thereof is subject to the 40% tax 
rate of the second bracket. 

Column 1 controls the computation for the second bracket. 
Therein is entered $2,344.20, bringing the total of column 1 to 
$19,764.80. As in the previous problems, this amount is now 
separated into the elements composing it, the relations of which, 
each to the other, are fixed by the tax laws or the conditions of 
the problem. The relation is as follows: 





Excess-profits tax equals ......... 40 9% of taxable income 
Income tax, 10% of the remaining 

CO, CUED Si caccis Venees 6 % “ . “s 
Net income after taxes 

(100A) kk eS “ua&* ” 
Commission, 5% of net income, or 

5% of 54% of taxable income... 2.7% “ os . 
$2,344.22, therefore, equals .......102.7% “ = - 


from which the balance of taxes, commission and net income can 
be computed. Totals of the various columns now give the require- 
ments of the problem. Proof of the results is given immediately 
following the solution. 

While the explanation of each problem as given is necessarily 
lengthy, it will be seen that the computation itself is comparatively 
brief. No higher degree of mathematical knowledge is required 
than multiplication and division, coupled with the ability to make 
a logical analysis by columnar arrangement. In fact, most of the 
computations may be made mentally. 
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The 1920 tax rates are used throughout, as amendments affect- 
ing 1921 rates had not been passed at the time this article was in 
course of preparation. 

The problems given contain all the ordinary conditions most 
likely to be encountered. A study of the methods outlined will 
show that, by very little further detailed analysis, practically any 
problem of this nature, no matter how intricate, can be solved by 
the application of the same principles. 
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EDITORIAL 





Board of Accountancy for the District of 
Columbia 


All who have the welfare of accountancy at heart will welcome 
the information that the senate of the United States on March 
16th passed bill No. 2531 (generally known as the Capper bill, 
because of its introduction by Senator Capper of Kansas). This 
bill follows the phraseology of the model C. P. A. bill approved 
by the American Institute of Accountants and its passage has 
been encouraged in every proper way by members of the Institute. 

It is interesting to note that there was a good deal of oppo- 
sition to the bill. For example, at the hearing conducted by the 
senate committee on District of Columbia, a number of persons 
appeared to oppose the enactment of the bill, and during the 
discussion preceding the passage of the bill in the senate mention 
was made of the fact that there was opposition. 

Senator King speaking of the bill said: “May I say that a 
number of individuals have written me protesting against the 
bill. They say it is an attempt upon the part of a certain select 
few to monopolize the accountancy business of the United States ; 
that the few want to get control of the bookkeeping or the 
accounting business in the various states, and then in the United 
States, and that they want to keep out of the work of accountancy 
those who do not take examinations.” 

A reply to this statement was made by Senator Jones of 
Washington, who said: “The purpose of the committee, I am 
satisfied, is to protect the public, as far as it can be done by 
reasonable regulations, from men who are not fitted to do work 
they claim they are able to do, and which is work that requires 
special training and special qualifications.” 
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There is much food for thought in one of the expressions 
used by Senator Jones, namely, that the purpose of legislation of 
this kind is to protect the public. We hear a great deal of 
comment on the protection which C. P. A. legislation is supposed 
to afford the accountant, but most of us are apt to overlook the 
fact that the great purpose of legislation of such a restrictive 
character is to protect the public rather than the accountant. The 
accountant is a secondary consideration in this particular matter. 
We believe also that if this statement by Senator Jones (which 
has been made in the past by others) were more generally under- 
stood there would be better support on the part of the public for 
all proper restrictive enactment concerning the control of public 
accountancy. 

It may be too much to expect that the Capper bill will be 
actually passed by the house of representatives prior to the end 
of the present session, but great efforts are to be made and we 
earnestly impress upon members of the house that it is important 
for the welfare of business generally that the much-needed legis- 
lation in the District of Columbia be operative at the earliest 
possible moment. 





Regional Meetings of the American Institute 


The plan of regional meetings of members of the American 
Institute of Accountants which was inaugurated only a little over 
a year ago has met with great favor and success in almost every 
section of the country, with the possible exception of those 
districts in which the distances are so great that it is scarcely to 
be expected that large numbers of members will attend meetings 
when called. Wherever there is a considerable number of 
members and associates within twelve hours of the point of 
meeting the plan works admirably and is productive of a con- 
tinuing and increasing interest in the operations and accomplish- 
ments of the Institute. 

We are now coming into the season of the year when there 
will be several important regional meetings and it is therefore 
opportune to draw attention to some of the purposes of the 
meetings. 

Every member and associate of the Institute resident in the 
district covered by a regional organization is invited and expected 
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to attend if possible. In addition to the Institute members, 
everyone who is interested in accounting, whether in public or 
private work, is cordially welcome and invitations are sent to all 
those persons engaged in accounting of whom the regional 
committees have knowledge. There is no attempt to differentiate 
between members and non-members of the Institute, but all those 
who attend are extended the privilege of the floor and the dis- 
cussions invariably lead to general participation. 

One of the chief purposes of the meetings is to bring together 
those who are interested in accounting matters and to encourage 
those who are eligible or are likely soon to become eligible to 
make application to the Institute. The meetings are primarily 
Institute undertakings and their ultimate object is the develop- 
ment of the Institute and the attraction of desirable applicants. 

As an illustration of the scope of regional meetings, the 
following announcement of the meeting to be held at Cleveland, 
May 6, 1922, will be of interest: 


Territory included in region: 
Western New York, Pennsylvania, West Virginia and Ohio. 


Who are invited: 

The invitation to attend these regional meetings is extended to all 
those residing or working in the territory who are interested in the 
subject of public accounting. The list, therefore, includes not only 
members and associates of the American Institute of Accountants, 
but also practising public accountants not enrolled, the members of 
the accounting staffs of all public accountants and business and bank- 
ing executives who for one reason or another may care to attend 
the meetings. 

The committee requests of all practising accountants that this 
announcement be brought to the attention of each member of their 
staffs; that the members be encouraged to attend the meeting; and 
that efforts be made to give the members the opportunity to attend. 
Objects of meeting: . 

To enable all accountants, whether or not members and associates 
of the American Institute of Accountants, residing or practising 
within the region, to become acquainted with each other and to 
discuss together timely topics of common interest. 

To encourage the individual interest of members and associates 
in the American Institute of Accountants and to give them an oppor- 
tunity of offering suggestions, by resolution or other proper means, 
to the Institute, especially as to matters peculiar to the profession 
within the region. 

To advise accountants residing or practising within the region 
who are not enrolled as members odd associates of the Institute 
what is being done to promote the profession; to raise the profes- 
sional and technical standards of the profession; to protect the 
profession against harmful practices by opposing improper legis- 
lative acts, etc.; and to urge all eligible non-members to support the 
Institute by enrolling at the earliest date. 

To tell the business and banking executives, who are interested 
in public accounting, for what the profession stands; to show them 
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the efforts made for unity among accountants; and to let them see 
some of the difficulties accountants meet in their daily practice. Also 
to give them an opportunity of offering constructive criticisms of 
the accountant’s attitude and practices so that the accountant may 
see wherein he fails fully to serve his client and the general investing 
and business public. 


Order of business: 

The headquarters of the meeting will be the Hotel Cleveland. 

The registration desk will be open at 9 a. m. 

Arrangements have been made for several papers to be read by 
leading accountants on subjects of vital interest—each paper to be 
followed by a short organized discussion. Arrangements have also 
been made for the state tax commissioner of West Virginia to address 
the meeting on the sales-tax law effective in that state. Prominent 
men in business and banking circles have consented to speak at the 
banquet at which business dress will be in order. Among the guests 
of honor will be included Carl H. Nau, president, and A. P. Richardson, 
secretary, of the Institute. 


Special: 

There were 254 attendants at the regional meeting held in Pitts- 
burgh on December 2, 1921. The general and wide interest in these 
meetings leads the committee on arrangements to hope that the 
meeting to be held in Cleveland on Saturday, May 6, 1922, will be 
larger than the Pittsburgh meeting and it has worked to make it 
both instructive and entertaining. It now asks your full and active 
cooperation. 

Inquiries regarding this meeting should be addressed to C. C. 
Roberts, chairman of the committee on arrangements, 730 Williamson 
building, Cleveland, Ohio. 


In addition to the meeting at Cleveland arrangements have 
been made for meetings to be held at Indianapolis on April 7th, 
Boston in June and at Wilmington, North Carolina, on June 16th 
and 17th. The possibility of a meeting at Atlantic City to which 
members in Pennsylvania, New Jersey and New York and per- 
haps Delaware will be invited is now under consideration. 

We are confident that the regional committees of these several 
meetings will give cordial welcome to all interested in accounting 
who may find it convenient to attend. 





Federal Incorporation of the Institute 


At the council meeting of the American Institute of Account- 
ants held in Washington, D. C., in April, 1921, a committee was 
appointed to investigate the possibility of obtaining a federal 
charter for the American Institute of Accountants. 

The Institute now holds a charter under the laws of the 
District of Columbia, but for various reasons it appears desirable 
that a federal charter should be obtained, and in view of the fact 
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that there is abundant precedent for such charter it is hoped that 
the effort to obtain federal recognition will succeed. The bill 
providing for federal incorporation was introduced by Repre- 
sentative Rodenberg of Illinois, December 9, 1921, and was 
referred to the committee on District of Columbia. This ref- 
erence, however, was erroneous and the bill was transferred to 
the committee on judiciary. 

The committee on national charter has endeavored to enlist 
the support and codperation of all members and associates of the 
Institute in the hope that they would exert their influence to 
induce members of congress to favor the enactment of the bill. 
A hearing was held on March 21st at which representatives of 
the Institute were present. 

The importance of federal recognition is demonstrated by the 
fact that chambers of commerce to whose attention the matter 
has been brought are strongly in favor of the enactment of the 
Rodenberg bill. For example, we quote the following resolutions 
from chambers of commerce in different parts of the country: 


RESOLUTION BY 
THE CHICAGO ASSOCIATION OF COMMERCE 


Resolved, That the Chicago Association of Commerce approves 
and endorses the provisions of H. R. 9446, designed to effect the 
incorporation of the American Institute of Accountants by act of 
congress and favors its passage. 


RESOLUTION BY 
THE FLATBUSH CHAMBER OF COMMERCE, FLATBUSH, L. I. 


Wuereas, The American Institute of Accountants, a regulative 
organization nationally recognized as representing the members of 
the accounting profession in the United States, and now incorporated 
under the laws of the District of Columbia, has applied to congress 
for a federal charter, in order that its scope of usefulness may 
become more truly national in character, and to that end a bill, 
known as H. R. 9446, has been introduced in the house of repre- 
sentatives, and 

Wuereas, Any legislation intended to promote the education, 
regulation and practical application of the science of accounts is of 
distinct benefit to the commerce and industry of the United States, 
and to the government of the United States and its subdivisions, 


Now, therefore, be it 

Resolved, That the Flatbush Chamber of Commerce hereby 
endorses and approves the aforesaid bill known as H. R. 9446, and 
hereby urges all senators and representatives to give same their 
support in congress, in order that said bill may be enacted into law 
at the earliest possible date. 
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" RESOLUTION BY 
THE LEWISTOWN CHAMBER OF COMMERCE, 
LEWISTOWN, MONTANA 


Wuereas, It has been brought to the attention of the Lewistown 
Chamber of Commerce that there is now before the house of rep- 
resentatives of the United States congress a bill, numbered H. R. 9446, 
providing for the incorporation of the American Institute of 
Accountants and 

Wuereas, The objects for the said incorporation as proposed 
appear to this body to be legitimate and proper, therefore be it 


Resolved, That the endorsement of the Lewistown Chamber of Com- 
merce be, and it hereby is, extended to the American Institute of 
Accountants in its efforts to have passed the said bill H. R. 9446. 


There seems to be no reason to oppose the granting of a 
federal charter to an organization of national scope whose 
activities are of such vital importance to the welfare and progress 
of business generally. The American Institute of Accountants 
is not operating to obtain a profit for any member. To use words 
familiar to every accountant in these days, “‘no part of the net 
profits inures to the benefit of any private stockholder or other 
individual.” Its operations are solely scientific and educational. 
Much can be accomplished for better business and, secondarily, for 
the good of accountancy by according to the organization which 
represents what is best in the profession the recognition involved 
in the granting of a federal charter. 
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Income-tax Department 
Epitep sy STEPHEN G. Rusk 


This month, because of pressure of more important matters for space 
in THE JouRNAL oF ACCOUNTANCY, we publish only three treasury decisions. 
At this date the subject of income and profits taxes causes some slight 
but only temporary weariness to those who of necessity must contemplate 
it and for that reason, we believe, the publishing of little upon the subject 
will be hailed approvingly. 

The decision setting forth the rules governing inspection of taxpayers’ 
returns is interesting and worthy of study, as many taxpayer clients feel 
that too much information is required by the government tax returns. 
Many successful business men are well aware of the adage that “silence 
is golden”; their whole business policy is built upon that foundation, and 
it is quite a wrench to the whole fabric when they are required to set 
down upon a return so many of what they consider their “secrets.” This 
does not mean that they necessarily have faults to conceal or that there 
is anything unworthy in their business history—it only means that giving 
forth such information is evil. However, the government in its regulations 
has hedged about the returns proper safeguards so that even these may 
see that their rights are not disregarded and that only those who would be 
entitled under any consideration to do so have access to the returns. 


TREASURY RULINGS. 
(T. D. 3274—January 24, 1922.) 
Munitions manufacturer's tax—Decision of court. 
1. MuniTIONS MANUFACTURER'S TAX—SUBCONTRACTOR—SALE OR DISPOSITION 
oF MUNITIONS. 

“A” company had a contract for the sale of shrapnel shells to the 
Russian government and sublet to “B’’ company a contract for making 
the shell fuses. “B” company entered into a contract with “D” company 
whereby “B” company agreed to furnish “D” company certain brass ingots, 
and the latter agreed to mold the metal into small castings which were 
to be united by “B” company with other parts to make a complete fuse, 
the materials and castings molded therefrom to remain the property of 
“B” company at all times. For this service “D’ company was to be paid 
a specified price per pound. Pursuant to the contract, “D” company 
molded and delivered to “B” company a large number of castings. Held, 
that the “D” company was a manufacturer of munitions and its conduct 
constituted a “sale or disposition” of munitions within the meaning of 
title III of the revenue act of 1916, imposing a tax upon the net profits 
received or accrued from the sale or disposition of “any part” of fuses 
by any person manufacturing the same. 

2. SAME. 

The tax is imposed upon the business of manufacturing and is measured 
by the profits received upon the sale or disposition of the munitions 
manufactured. 

3. JupGment or Lower Court. 

Judgment of the United States district court for the southern district 
of Ohio, western division, in the case of Dayton Brass Castings Co. v. 
Gilligan (267 Fed., 872) affirmed. 

The following decision of the United States Circuit Court of A _ 
for the Sixth Circuit in the case of Dayton Brass Castings Co. v. Gilligan, 
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collector, affirming the United States District Court for the Southern 
District of Ohio, Western Division (267 Fed., 872), is published for 
the information of internal revenue officers and others concerned. 


Unitrep States Circuit Court or APPEALS FOR THE SIXTH CIRCUIT. 


Dayton Brass Castings Co., plaintiff in error, v. A. C. Gilligan, collector of 
internal revenue, defendant in error. 


Warir of error to the United States District Court for the Southern Dis- 
trict of Ohio, Western Division. 


Denison, Circuit Judge: In May, 1915, the Canadian Car & Foundry 
Co. had a contract for the sale of shrapnel shells to or for the use of the 
Russian government, and had sublet to a machine company at Dayton a 
contract for making the fuses which were to be parts of the completed 
shells. The machine company then entered into a contract with the Dayton 
Brass Castings Co., by which the castings company was to receive from 
the machine company brass ingots and put the same through its foundry, 
molding the same into small castings, which were, by the machine com- 
pany, to be united with other parts to complete a fuse. For this service 
the castings company was to receive a specified price per pound. This 
contract was carried on during the year 1916. 

By the provisions of title III of the act of September 8, 1916 (39 Stat., 
780), and known as the munitions manufacturer’s tax, a tax was imposed 
upon every person manufacturing (among other things) “any part of” 
fuses, the tax to be 12% per cent. of the entire net profits actually 
received or accrued during the year from the sale or disposition of such 
articles manufactured within the United States. Under this provision the 
commissioner of internal revenue imposed a tax upon the castings company, 
which paid the tax under protest, and brought this suit against the collector 
to recover the amount paid. The court below heard the case, by stipu- 
lation, without a jury, and made a finding of facts, and entered judgment 
for defendant. 


Two propositions were considered in the court below. One was that 
since plaintiff had to do with only one part of the fuse, it was not a 
manufacturer within the meaning of the act. In this court, plaintiff does 
not make this contention, but recognizes the applicability of the decisions 
which hold that one who makes a part, which is intended to be and does 
by the act of another become merged into the kind of munition specified 
in the act, is a manufacturer subject to tax—Carbon Steel Co. v. Collector 
(251 U. S., 501) ; Worth Bros. v. Collector (251 U. S., 507.) 


The plaintiff's present contention is that the plaintiff did not receive 
profits “from the sale or disposition of such articles,” but was in effect 
only paid for work and labor expended on the property of another. Taking 
together the sections of this act, we conclude that the tax was imposed 
upon the business of manufacturing and was measured by the profits 
received upon the sale or disposition. If there were no profits, the tax 
would be nothing. Here, profits were undoubtedly received by plairtiff 
from the carrying out of its contract; and we come to the definition of 
“sale or disposition.” It is clear that plaintiff did not make sales. It is 
equally clear that plaintiff did make a disposition of those articles. Having 
received the metal and having cast it into form, plaintiff disposed of the 
castings and so far disposed of the subject matter of the contract as to 
turn these articles over to the machine company and get its pay therefor. 
It can not be questioned that what plaintiff did amounted to a “disposition” 
of the articles within common dictionary definitions of that word; the 
substantial contention is that under the doctrine of ejusdem generis the 
statutory phrase can only include dispositions of the character of a sale. 
This rule may not prevail to the exclusion of the other rule, which requires 
every word and phrase to be given force and meaning if possible; and no 
reasonably probable course of conduct by manufacturers has occurred to 
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us or been suggested by counsel which would not be a sale and yet would 
be the “disposition” contemplated by this statute, if this conduct by 
this plaintiff should not be so named. 

There is no room to suggest that the plaintiff, in making this contract, 
had any intent to evade this law—the law was not then in existence; but 
it is none the less important, in construing the law, to observe that, if 
plaintiff's contention is right, the statute could be evaded in very large 
part or wholly by just such contracts as this; and the same reasons which 
led the supreme court to conclude (251 U. S., 504) that the law could 
not be evaded by dividing the manufacturing process into several steps 
by separate persons apply with distinct force against plaintiff's conten- 
tion here. 

The line between manufacturing a part and merely furnishing work 
and labor thereon may be very difficult to draw in some cases, but that 
contingent difficulty does not induce hesitation where the facts of a 
case do not bring it near the line; and we are clear that while this 
transaction might be called, in the abstract, either “manufacture” or “work 
and labor,” yet that if it is to be classified as one rather than the other 
it must be the former. 

In reaching our conclusion we put no dependence on the claim that 
plaintiff had a lien upon the material, which gave an interest in the title 
and therefore made its release more directly in the nature of the sale 
of an interest. The claim is at least of doubtful applicability to the facts 
of this case concerning delivery, and to sustain it is unnecessary in order 
to make out a defense. 

Nor do we overlook the suggestion that the cost of the raw material is 
one of the things which section 302 prescribes for deduction from the 
gross profits in computing net profits. If there was no cost of raw 
material, it does not follow that there was no sale or disposition and 
no tax; it follows only that there is nothing to be deducted on that score. 
The same section provides for the deduction of several other items of 
expense or cost, which, in a given case, may not exist at all. Their non- 
existence does not demonstrate that there can be no tax. 

It is true that a taxing statute should not be construed to materialize 
a tax not clearly intended (Gould v. Gould, 245 U. S., 151; U. S. v. Mullins, 
—C. C. A. 6—119 Fed., 334); but we think the intent is here clear 
enough. Every reason which would justify taxing a sale seems to justify 
a tax reaching this “disposition,” and congress could not well have chosen 
a more completely inclusive term. 

The judgment is affirmed. 

(T. D. 3277—January 24, 1922.) 
Inspection of returns 

Regulations governing the inspection of returns of individuals, partner- 
ships, estates, trusts, corporations, associations, joint-stock companies, and 
insurance companies, made pursuant to the requirements of section 2, tariff 
act of 1913; title I, revenue act of 1916; title II, revenue act of 1917; 
titles II and III and section 1000, title X, revenue act of 1918; and 
titles II and III and sections 1000, title X, revenue act of 1921. Former 
regulations bearing on the same subject supe 

Section 2 of the tariff act of October 3, 1913, imposes an income tax 
on individuals, corporations, joint-stock companies or associations and 
insurance companies, and paragraph G (d) of said section provides: 

When the assessment shall be made, as provided in this section, the 
returns, together with any corrections thereof which may have been 
made by the commissioner, shall be filed in the office of the commissioner 
of internal revenue and shall constitute public records and be open to 
inspection as such; provided, That any and all such returns shall be open 
to inspection only 807 the order of the president, under rules and regu- 
lations to be prescribed by the secretary of the treasury and approved by 
the president: * * * 
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Title I of the revenue act of 1916 imposes an income tax on individuals, 
estates, trusts, corporations, joint-stock companies, associations and insur- 
ance companies, and section 14 (b) of said title provides: 

When the assessment shall be made, as provided in this title, the 
returns, together with any corrections thereof which may have been made 
by the commissioner, shall be filed in the office of the commissioner of 
internal revenue and shall constitute public records and -be open to 
inspection as such: provided, That any and all such returns shall be 
open to inspection only upon order of the president, under rules and 
regulations to be prescribed by the secretary of the treasury and approved 
by the president: * * * 


Title II of the revenue act of 1917 imposes a war excess-profits tax on 
individuals, partnerships, corporations, joint-stock companies, associations 
and insurance companies, and section 212 of said title provides: 

That all administrative, special and general provisions of law, including 
the laws in relation to the assessment, remission, collection and refund of 
internal-revenue taxes not heretofore specifically repealed and not incon- 
sistent with the provisions of this title are hereby extended and made appli- 
cable to all the provisions of this title and to the tax herein imposed, 
and all provisions of title I of such act of September eighth, nineteen 
hundred and sixteen, as amended by this act, relating to returns and 
payment of the tax therein imposed, including penalties, are hereby made 
applicable to the tax imposed by this title. 

Title II of the revenue act of 1918 and title II ot the revenue act of 
1921 imposes an income tax on individuals, estates, trusts, corporations, 
associations, joint-stock companies and insurance companies, and section 257 
of each of said titles provides: 

That returns upon which the tax has been determined by the com- 
missioner shall constitute public records; but they shall be open to 
inspection only upon order of the president and under rules and regulations 
prescribed by the secretary and approved by the president: * * * 

Title III of the revenue act of 1918 and title III of the revenue act 
of 1921 imposes a war-profits and excess-profits tax on corporations, 
associations, joint-stock companies, and insurance companies, in addition 
to other taxes imposed by such acts, and section 336 of each of said 
titles provides: 

That every corporation, not exempt under section 304, shall make a 
return for the purposes of this title. Such returns shall he made, and 
the taxes imposed by this title shall be paid, at the same times and places, 
in the same manner, and subject to the same conditions, as is provided 
in the case of returns and payment of income tax by corporations for 
the purposes of title II, and all the provisions of that title not inapplicable, 
a penalties, are hereby made applicable to the taxes imposed by 
this title. 

Section 1000, title X, of the revenue act of 1918 imposes on corporations, 
associations, joint-stock companies and insurance companies a special excise 
tax with respect to carrying on or doing business, and subdivision (d) of 
said section provides: 

Section 257 shall apply to all returns filed with the commissioner for 
purposes of the tax imposed by this section. 

Section 1000, title X, of the revenue act of 1921 imposes on corporations, 
associations, and joint-stock companies a special excise tax with respect 
to carrying on or doing business, and subdivision (c) of the said section 
provides : 

Section 257 shall apply to all returns filed with the commissioner for 
purposes of the tax imposed by this section. 

Pursuant to these provisions of law the president orders that returns 
of individuals, partnerships, estates, trusts, corporations, associations, joint- 
stock companies and insurance companies filed under the provisions of 
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section 2 of the tariff act of October 3, 1913, title I of the revenue act 
of 1916, title II of the revenue act of 1917, titles II and III and section 
1000, title X, of the revenue act of 1918, and titles II and III and section 
1000, title X, of the revenue act of 1921 shall be open to inspection in 
accordance and upon compliance with the following rules and regulations: 


1. These regulations deal only with inspection of returns, as the statutes 
expressly require the approval of the president of regulations on this 
subject. Other uses to which returns may be lawfully put, without action 
by the president, are not covered by these regulations. 

2. The word “corporation” when used alone herein shall, unless other- 
wise indicated, include corporations, associations, joint-stock companies and 
insurance companies. The word “return” when so used shall, unless 
otherwise indicated, include income and profits tax returns; and also 
special excise tax returns of corporations filed pursuant to section 1000, 
title X, of each of the revenue acts of 1918 and 1921. 

3. Written statements filed with the commissioner of internal revenue 
designed to be supplemental to and to become a part of tax returns shall 
be subject to the same rules and regulations as to inspection as are the 
tax returns themselves. 

4. Except as hereinafter specifically provided, the commissioner of 
internal revenue may, in his discretion, upon written application setting 
forth fully the reasons for the request, grant permission for the inspection 
of returns in accordance with these regulations. The application will 
be considered by the commissioner and a decision reached by him whether 
the applicant has met the conditions imposed by these regulations and 
whether the reasons advanced for permission to inspect are sufficient to 
permit the inspection. Such written application is not required of the 
officers and employees of the treasury department whose official duties 
require inspection of a return or of the solicitor of internal revenue. 

5. The return of an individual shall be open to inspection as follows: 

(a) By the officers and employees of the treasury department whose 
official duties require such inspection and by the solicitor of internal 
revenue; (b) by the person who made the return, or by his duly constituted 
attorney in fact; (c) by the administrator, executor, or trustee of the 
taxpayer’s estate, or by the duly constituted attorney in fact of such 
administrator, executor, or trustee, where the maker of the return has 
died; and (d) in the discretion of the commissioner of internal revenue, 
by one of the heirs at law or next of kin of such deceased person upon 
showing that he has a material interest which will be affected by infor- 
mation contained in the return. 

6. A joint return of a husband and wife shall be open to inspection 
(a) by the officers and employees of the treasury department whose official 
duties require such inspection and by the solicitor of internal revenue; 
and (b) by either spouse for whom the return was made (or his or her 
duly constituted attorney in fact; or legal representative) upon satis- 
factory evidence of such relationship being furnished. 

7. The return of a partnership shall be open to inspection (a) by the 
officers and employees of the treasury department whose official duties 
require such inspection and by the solicitor of internal revenue, and 
(b) by any individual (or his duly constituted attorney in fact or legal 
representative) who was a member of such partnership during any part 
of the time covered by the return, upon satisfactory evidence of such 
fact being furnished. 

8. The return of an estate shall be open to inspection (a) by the officers 
and employees of the treasury department whose official duties require 
such inspection and by the solicitor of internal revenue; (b) by the admin- 
istrator, executor, or trustee of such estate, or by his duly constituted 
attorney in fact and (c) by one of the heirs at law or next of kin of 
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the deceased person whose estate is being administered upon a showing 
S a material interest which will be affected by information contained in 
the return. 


9. The return of a trust upon which a tax has been determined shall 
be opened to inspection (a) by the officers and employees of the treasury 
department whose official duties require such inspection and by the solicitor 
of internal revenue; (b) by the trustee or trustees, or the duly constituted 
attorney in fact of such trustee or trustees; and (c) by any individual 
(or his duly constituted attorney in fact or legal representative) who 
was a beneficiary under such trust during any part of the time covered 
by the return, upon satisfactory evidence of such fact being furnished. 


10. The return of a corporation shall be open to inspection (a) by the 
officers and employees of the treasury department whose official duties 
require such inspection and by the solicitor of internal revenue; (b) upon 
satisfactory evidence of identity and official position, by the president, 
vice-president, secretary, or treasurer of such corporation, or, if none, 
its principal officer; and (c) by a stockholder of such corporation as 
provided in paragraph 11 hereof. 


11. A stockholder of record owning 1 per cent. or more of the shares 
of the outstanding stock of a corporation may be permitted to inspect 
its return. Such permission will only be granted upon an application in 
writing to the commissioner of internal revenue, accompanied by an 
affidavit showing applicant’s address, the name of the corporation, the 
period of time covered by the return he desires to inspect, and a certificate 
from the officials of the corporation or other satisfactory evidence showing 
the amount of the corporation’s outstanding capital stock, the number of 
shares owned by the applicant, the date when such stock was acquired, 
and satisfactory proof of identity. This privilege of inspection is personal 
and will be granted only to the stockholders. This rule has no application 
to the return of a corporation filed pursuant to the revenue acts of 1918 
and 1921; specific provision, independent of presidential regulation, being 
made in those acts for inspection by a stockholder of a return of a 
corporation filed thereunder leon proviso of section 257). 


12. When the head of an executive department (other than the treasury 
department) or of any other United States government establishment, 
desires to inspect or to have some other officer or employee of his branch 
of the service inspect a return in connection with some matter officially 
before him, the inspection may, in the discretion of the secretary of the 
treasury, be permitted upon written application to him by the head of 
such executive department or other government establishment. The appli- 
cation must be signed by such head and must show in detail why the 
inspection is desired, the name and address of the taxpayer who made 
the return, and the name and official designation of the one it is desired 
shall inspect the return. When the head of a bureau or office in the 
treasury department, not a part of the internal revenue bureau, desires to 
inspect a return in connection with some matter officially before him, other 
than an income, profits tax, or corporation excise tax matter, the inspec- 
tion may, in the discretion of the secretary, be permitted upon written 
application to him by the head of such bureau or office showing in detail 
why the inspection is desired. The reasons submitted for permission 
to inspect as provided in this paragraph shall be considered by the 
secretary and a decision reached by him whether the reasons are sufficient 
to permit the inspection. 

13. When it becomes necessary for the department to furnish returns 
or copies thereof for use in legal proceedings, inspection of such returns 
or copies that necessarily results from such use is permitted. 


14. Except as provided in paragraph 13 returns may be inspected 
only in the office of the commissioner of internal revenue, Washington, D.C. 
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15. A person who, under these regulations, is permitted to inspect a 
return may make and take a copy thereof or a memorandum of data 
contained therein. 


16. By section 3167, Revised Statutes, as amended by the revenue act 
of 1918, and reenacted without change in section 1311 of the revenue act 
of 1921, it is made a misdemeanor for any person to print or publish in 
any manner whatever not provided by law any income return, or any 
part thereof or source of income, profits, losses, or expenditures, a ring 
in any income return, which misdemeanor is S gee by a fine not 
exceeding $1,000 or by imprisonment not exceeding one year, or both, at 
the discretion of the court, and if the offender be an officer or employee 
of the United States, by dismissal from office or discharge from em- 
ployment. 

17. All former regulations bearing on the subject of inspection of returns 
are hereby superseded. 

18. These regulations shall remain in force until expressly withdrawn 
or overruled. 

EXECUTIVE ORDER. 


Pursuant to authority conferred —_ the president by ey ph 
G (d), section 2 of the tariff act of October 3, 1913; section 14 (b), title I, 
of the revenue act of 1916; section 212, title II, of the revenue act of 1917; 
section 257, title II, section 336, title III, and section 1000, title X, of 
the revenue act of 1918; and section 257, title II, section 336, title III, 
and section 1000, title X, of the revenue act of 1921, it is hereby ordered 
that tax returns filed under section 2 of the tariff act of October 3, 1913; 
title I of the revenue act of 1916; title II of the revenue act of 1917; 
titles II and III and section 1000, title X, of the revenue act of 1918; and 
titles II and III and section 1000, title X, of the revenue act of 1921, 
shall be open to inspection in accordance and upon compliance with rules 
and regulations prescribed by the secretary of the treasury and approved 
by me, bearing even date herewith. 
Tue Waite House, Warren G. Harpinc. 
January 24, 1922. 


(T. D. 3284—February 11, 1922.) 
Income tax. 


Extension of time for filing returns for 1921 and subsequent years in the 
case of foreign organizations, and citizens of the United States 
residing or traveling abroad. 

An extension of time for — returns of income for 1921 and sub- 
sequent years and for paying the tax is hereby ted up to and 
including the fifteenth day of Ene sixth month following the close of the 
taxable year, in the case of (a) foreign partnerships and foreign cor- 
porations, regardless of whether or not they maintain an office or place 
of business within the United States; (b) ” emma corporations which 
transact their business and keep their records and books of account abroad; 
(c) domestic corporations whose principal income is from sources within 
the possessions of the United States; and (d) American citizens 
or traveling abroad, including persons in military or naval service on duty 
outside the United States. The installments of tax which are actuall 
due must be paid at the time of filing the return, and the other instal- 
ments shall be paid as they fall due. In all such cases an affidavit must 
be attached to the return, stating the cause of the delay in 
Taxpayers who take advan of this extension will be charged wit 
interest at the rate of one-half of 1 per cent. a month on the first instal- 
ment of tax from the original due date thereof. 
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Epitep sy H. A. FINNEY 


The following solutions of examination questions must not be regarded 
as official. They have not been approved by the board of examiners of the 
American Institute of Accountants. 


AMERICAN INSTITUTE OF ACCOUNTANTS 


EXAMINATION IN COMMERCIAL LAW 
NoveMsBer 16, 1921, 9 a.m. to 12.30 p.m. 


Answered by Joun C. TEEVAN * 





NEGOTIABLE INSTRUMENTS 
Answer three of the following four questions: 


1. A made the following promissory note to B: 

“January 31, 1909. I, A, hereby acknowledge my indebtedness to B 
for services rendered by him for which I promise to pay to B the 
sum of ten thousand dollars; and in the event of my death I direct 
the payment of this sum out of the funds of my estate. (Signed) A.” 


In 1911, before A’s death, B made demand for payment, payment was 
refused and suit brought. Could B recover? 

Answer. This instrument is a non-negotiable promissory note, lacking 
negotiability because it is not payable to order or to bearer. It contains a 
promise to pay money and acknowledges a consideration, namely, services 
rendered by B. It is therefore the written evidence of an ordinary simple 
contract. As no time is stated at which the maker promises to pay B 
the sum of $10,000, this sum is therefore payable on demand. B, having 
made demand and payment having been refused, can maintain his suit 
on this note and recover thereon. The words “and in the event of my 
death I direct the payment of this sum out of the funds of my estate” 
are mere surplusage and have no effect one way or the other on the 
contract contained in the preceding words of the note. 


2. G, holding himself out as the representative of one Lieut. X, head 
of a navy tuberculosis camp, obtained from A a cheque for $100 to the 
order of Lieut. X as a contribution to the camp fund. G endorsed the 
cheque with the name “Lieut. X” and obtained the cash thereon from B. 
A later ascertained that there was no such person as Lieut. X and that 
there was no such camp fund as was alleged by G. A therefore directed 
his bank to refuse payment of the cheque when presented. This direction 
the bank carried out. B thereupon brought action on the cheque to recover 
from A. Could he succeed? 

Answer. This cheque being payable to Lieut. X, and there being no 
such person, the cheque was payable to the order of a fictitious payee. 
Ordinarily a negotiable instrument payable to a fictitious person is payable 
to bearer and does not require indorsement to transfer title, title being 
transferable by mere delivery. In this case, however, A executed the 


cheque in the belief that the payee, Lieut. X, was an existing person. 


*Instructor in business law, Northwestern University school of commerce. 
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Section 9, clause 3, of the negotiable instrument law, provides that an 
instrument is payable to bearer “when it is payable to the order of a 
fictitious person and such fact was known to the person making it so 
payable.” In that A believed Lieut. X to be an existing person, it must 
be assumed that he intended the cheque to be transferred or cashed only 
by indorsement. There being no such person as the payee, Lieut. X, 
and the cheque not being bearer paper, there is no way in which it can 
be transferred at all. Furthermore the indorsement by G in the name 
of Lieut. X is a forgery. In either case, B could get no title and cannot 
recover from A. 


3. What is the effect when a holder of a cheque procures its certifica- 
tion by the bank on which it is drawn? 

Answer. The effect is to discharge the drawer and all indorsers from 
liability thereon. ‘Where the holder of a cheque procures it to be accepted 
or certified, the drawer and all indorsers are discharged from liability 
thereon.”—Negotiable instrument law, section 188. 


4. A opened an account with the X Trust Company in November, 1919, 
by a deposit of $75,000. On December 29, 1919, the bank paid out of the 
account $5,000 on a cheque on which A’s signature had been forged. On 
January 2, 1920, A receipted for a statement of the account by the bank 
and for 18 vouchers or canceled cheques attached thereto, one of which 
was the forged cheque. As A customarily delegated to his secretary the 
work of examining statements and keeping the cheque-book, the forgery 
was not imniediately discovered. In March, 1921, the forgery was dis- 
covered by A through the report by the bank of an over-draft of the 
account. The bank refused to make good on the forged cheque and 
A sued. Did the bank have any defense? 


Answer. The general rule with reference to forged cheques is that 
the bank is charged with knowledge of the genuine signatures of its de- 
positors, and payments made by the bank on forged cheques are made 
at its peril and cannot be charged against the depositor’s account. The 
depositor, however, may in certain circumstances be estopped from holding 
the bank liable in such cases. Where, as is the general rule and as in the 
present case, the bank submits a monthly statement of his account to the 
depositor, it is the duty of the depositor to notify his bank within a 
reasonable time of any errors therein. The{ object of this is to give 
the bank the opportunity to rectify such errors and protect itself from 
loss. Here, the bank was not notified of the forgery until upwards of 
60 days after the receipt by A of his December statement. The bank 
is therefore entitled to claim that its rights have been prejudiced and 
that it had been prevented from taking measures to apprehend the forger 
and endeavor to secure restitution. The fact that A delegated to his 
secretary the work of examining the bank statements and keeping his 
cheque-book is of no avail as a defense to A. A is chargeable at law 
for the manner in which his secretary performed his duties. The bank 
is not liable and A must bear the loss. 
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ConTRACTS 
Answer two of the following three questions: 
5. Under the uniform sales law what remedies may the buyer invoke, 
at his election, for breach of warranty? 
Answer. Under section 69 of the uniform sales act, the buyer may 
at his election: 


“Accept or keep the goods and set up against the seller the breach of 
warranty by way of recoupment in diminution or extinction of the price; 


“Accept or keep the goods and maintain an action against the seller 
for damages for breach of warranty; 

“Refuse to accept the goods, if the property therein has not passed, 
and maintain an action against the seller for damages for the breach of 
warranty ; 

“Rescind the contract to sell or the sale and refuse to receive the goods, 
or if the goods have already been received, return them or offer to return 


them to the seller and recover the price or any part thereof which has 
been paid.” 


6. When is a contract said to be entire? When separable? 

Answer. An entire or indivisible contract is one which by its terms 
and the intention of the parties must be fully and substantially performed 
by one party before such party can demand payment or other perform- 
ance from the other party. 

A separable or divisible contract is one where the part to be performed 
by one party consists of several distinct and separate items, and the 
price to be paid or other duty to be performed by the other party is 
apportioned to each item or will be so apportioned as a matter of law. 


7. On August 11, 1921, C. N. Russell bargained with John McCarty 
for the purchase of 400 bushels of corn, being part of about 4,000 bushels 
then owned by McCarty and stored in a certain grain elevator. The price 
was agreed upon, paid by Russell to McCarty and receipt therefor given. 
In addition McCarty gave Russell an order directed to the elevator company 
directing it to deliver 400 bushels of corn to Russell. Russell gave the 
order to his agent with directions to deliver it to the captain of a certain 
steamship expected to arrive the next day to take the 400 bushels of 
corn on board. The next morning before the arrival of the steamship 
and the presentation of the order to the elevator company, the elevator 
and contents were destroyed by fire. Russell afterwards brought suit to 
recover the purchase price from McCarty. What would be your decision 
on such suit? 


Answer. Under section 17 of the uniform sales act, there can be 1.0 
transfer of title to umascertained goods, although under section 6 the 
title to an undivided share of ascertained goods may pass, the purchaser 
becoming an owner in common of the mass of ascertained goods with 
the seller. The sale in question, however, was not of an undivided share 
but a definite quantity of the mass, namely 400 bushels. The purchase 
price was paid; McCarty delivered to Russell an order on the elevator 
company directing it to deliver 400 bushels to Russell; and there can be 
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no doubt that it was the intention of the parties then and there to pass 
title. In the case of ordinary goods it is true that the intention of the 
parties cannot overcome the law. But the goods, in this case, corn, 
being fungible goods, each unit being indistinguishable from the rest, the 
title to the 400 bushels must be taken as having passed to Russell. 
Risk follows the title and the loss by fire must fall on Russell. He can- 
not, therefore, recover the purchase price from McCarty. 


PARTNERSHIP 
Answer one of the following two questions: 

8. In May, 1921, the firm of Baxter, Brady & Childs made a promis- 
sory note to A. W. Voorhis. Childs, a member of the firm, died in July, 
1921, and in September, 1921, the note being due and unpaid, Voorhis brought 
action against Baxter, Brady and the executor of the deceased partner 
Childs. Did the executor have any defense to the action? 


Answer. The death of a co-partner dissolves the partnership. The 
title to the partnership assets vests in the surviving partners whose duty 
it becomes to pay all partnership debts and wind up the partnership. Firm 
creditors are required to look to the surviving partners and to exhaust 
their remedies against them. If they have done this and have failed to 
secure all or part of their claims, they have then the right to proceed 
against the executor or administrator of the estate of the deceased partner. 
Even in this case, however, their claims cannot be paid out of the deceased 
partner’s personal estate until his personal creditors have been paid in 
full. For these reasons, Voorhis cannot include the executor of Child’s 
estate as a co-defendant with Baxter and Brady, the surviving partners. 
Before Child’s executor can be sued, Voorhis must be in a position to 
show to the court that he has exhausted his remedies at law against the 
surviving partners. The executor has therefore a defense to this suit 
and should be dismissed therefrom as a party defendant. 


9. In January, 1918, A, B and C entered into a partnership agreement 
for the purpose of bringing about the sale on a commission basis of a 
large manufacturing plant, each of the three to share equally in any 
commissions earned and no time limit being expressed in the agreement. 
A having the closest personal relations with the owners of the plant, 
entered into negotiations which continued with incidental assistance from 
B and C through 1918, 1919 and part of 1920. Due to differences of 
opinion among the owners of the plant the negotiations were not successful, 
and in March, 1920, the owners wrote to A that they had decided not to 
entertain a proposition for sale at that time. B and C, upon considering 
this letter, wrote A that, as they deemed the negotiations closed, the agree- 
ment of January, 1918, between the three must be considered terminated. 
A then wrote to B and C stating that before terminating the agreement 
he desired a further conference between the three. To this letter neither 
B nor C replied. In August, 1920, B and C started negotiations, brought 
about a sale of the plant and received as commissions the sum of $60,000. 
A thereupon sued B and C under the agreement of January, 1918, for a 
partnership accounting and for one-third of the commissions earned. Could 
A recover? 


Answer. The agreement between A, B and C, although a joint venture 
and not an ordinary partnership, is still legally a partnership and subject 
to the law governing partnerships generally. No time limit being ex- 
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pressed, it is therefore a partnership at will, subject to termination at any 
time by any partner. The agreement, however, had for its purpose the 
carrying out of a specific venture, and hence in the absence of mutual 
agreement will not be considered as executed or terminated until the 
purpose is performed or has become impossible of performance. Further- 
more, the internal relationship of partners is a fiduciary one and no one or 
more of the partners can exclude the other or others from any benefits 
or profits accruing to the partnership. From the facts given it cannot 
be assumed that A consented to a termination of the agreement of Jan- 
uary, 1918. B and C, therefore, had no right under this agreement to 
proceed as they did in August, 1920, without A. Having done so, how- 
ever, they acted for A’s benefit as well as their own. A is entitled to an 
accounting and to one-third of the commission earned, namely, $20,000. 


CoRPORATIONS 


Answer both the following questions: 


10. You rerier services connected with the reorganization of a cor- 
poration. These services are fairly and reasonably worth $5,000, and you 
render a bill to the reorganized corporation for that amount. At the 
request of the directors, you accept instead of cash 100 shares of the stock 
of the corporation, the shares being of the par value of $100 each. (a) Is 
the issuance of the stock by the corporation proper? (b) Do you incur 
any liability by your acceptance? 

Answer. (a) Assuming that this is a valid claim against the reor- 
ganized corporation, it was not improper for the corporation to pay this 
debt in capital stock, in the absence of any charter, statutory or consti- 
tutional provisions to the contrary, and provided that the rights of other 
stockholders were not prejudiced. As a matter of fact, most state cor- 
poration laws provide that stock may be issued for services as well as 
money or other property. If there has been no objection by any of the 
stockholders, the transaction is binding. as between the parties, and, if 
the directors and the recipient of the stock acted in good faith, the 
issue of the stock is valid and the stock is considered as full paid in the 
hands of the holder. 


(b) As above indicated, there might be incurred a liability to other 
stockholders. Also there is the question of liability to creditors of. the 
corporation. Such creditors who dealt with the corporation, subsequent 
to this transaction, have the right to assume that this stock was paid for 
in full, and the general rule is that stockholders who have paid less than 
par for their stock are personally liable to corporate creditors on the 
insolvency of the corporation. Some states have adopted what is called 
the “good faith rule.” That is, where the directors have in good faith 
placed a certain value on property or services tendered in payment of 
stock, creditors cannot afterwards complain even though it should have 
turned out that the property or services were over-valued. The “true 
value rule” is that the property or services must equal in value the par 
value of the stock issued. If not, creditors can sue for the difference 
between the cash value of the property or services and the par value 
of the stock. 
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Answering this question generally, and subject to answers (a) and (b), 
the issue of this stock by the corporation was proper, but a liability was 
incurred by the holder to corporate creditors for the difference between 
the value of his services and the par value of the stock issued therefor. 


11. A resolution of the X Corporation provided that all cheques should 
be signed by the treasurer and countersigned by the president or a director. 
The treasurer by a series of ingenious excuses obtained the counter- 
signature of certain of the directors of various cheques payable to “cash” 
or to “bearer.” These cheques he misappropriated and turned to his own 
personal use. The corporation upon discovery of the misappropriation 
demanded that the directors involved make good the amounts lost. Could 
the directors be compelled to comply with the demand? 

Answer. Directors are expected and required to exercise a reasonable 
degree of care and diligence in their dealings with or on behalf of 
the corporation. The exact degree will depend upon the facts of the 
particular case. In general they are at least required to exercise the 
same degree of care and vigilance with reference to their corporate 
duties as men of reasonable prudence would exercise with reference to 
their own business affairs. It would seem in this case that the directors 
failed to exercise the requisite degree of care and vigilance and that by 
their negligence made it possible for the cashier to misappropriate the 
corporate funds. The directors, therefore, can be held personally liable 
to the corporation for the funds so stolen. 


BANKRUPTCY 


Answer the following question: 
12. (a) What is meant by the term “voluntary bankrupt”? 
(b) Who may become a voluntary bankrupt? 

Answer. (a) This term applies to an insolvent natural person, irre- 
spective of the amount of his debts, who has filed his petition in his 
own name asking the court to adjudge him a bankrupt, and who has so 
been adjudged a bankrupt. 

(b) Any natural person, including infants in cases where necessaries 
have been actually supplied and consumed, and excluding insane persons, 
and any partnership and the partners therein, and any corporation, except 
a municipal, railroad, insurance of banking corporation, may become a 
voluntary bankrupt. 


FeperRAL INcoME Tax 


Answer the following question: 


13. What is meant by the term “personal service corporation” and how 
are the earnings of such corporations taxed? 


Answer. The term “personal service corporation” as defined in sec- 
tion 200, paragraph 19, of the revenue act, means “a corporation whose 
income is to be ascribed primarily to the activities of the principal owners 
or stockholders, who are themselves regularly engaged in the active con- 
duct of the affairs of the corporation and in which capital (whether in- 
vested or borrowed) is not a material income-producing factor; but does 
not include any foreign corporation, nor any corporation 50 per centum or 
more of whose gross income consists either (1) of gains, profits, or income 
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derived from trading as a principal, or (2) of gains, profits, commissions, 
or other income, derived from a government contract or contracts made 
between April 6, 1917, and November 11, 1918, both dates inclusive.” 

A personal service corporation is exempt from taxation as a cor- 
poration under section 231, paragraph 142, although it must submit a 
return in the same manner as a partnership. 

Section 218, paragraph 92 (e), provides for the taxation of earnings 
as follows: The individual stockholders shall be taxed in the same 
manner as the members of partnerships and the provisions of the act 
with reference to partnerships and the partners therein apply as far as 
practicable to public service corporations and the stockholders therein; 
also that “amounts distributed by a personal service corporation during 
its taxable year shall be accounted for by the distributees, and any portion 
of the net income remaining undistributed at the close of its taxable year 
shall be accounted for by the stockholders of such corporation at the 
close of its taxable year in proportion to their respective shares.” 

CONSOLIDATED TAX PROBLEM 

The solution to the consolidated tax problem appearing in the Feb- 
ruary issue of the Students’ Department brought a number of letters to 
the editor of the department from readers who did not agree with the 
published solution. Instead of replying in detail to these letters it seems 
preferable for the editor to publish his own solution. The problem 
and the editor’s solution follow. 

Problem. Companies A, B and C were all organized during the year 
1918, A and B being engaged in manufacturing while C acted as selling 
agent for B at a distant point. The capital stock of C is owned entirely 
by B, having been acquired at the organization of C and paid for in 
cash at par. The capital stock of A and B is owned entirely by John Roe, 
Richard Roe and Mary Roe in equal proportions (one-third in each com- 
pany). No dividends were paid by either of the three companies during 
1920. It may be assumed that the miscellaneous investments shown on 
the balance-sheet of the one company and the gross assets of all three 
corporations remained the same during the year 1920. 


Below are shown the balance-sheets of the three companies as at 
December 31, 1919: 


BALANCE-SHEET-—ComPpaANy A—Decemser 31, 1919 


ASSETS LIABILITIES 
Capital assets : Coaltel Gee iesc ventas $150,000.00 
Real estate, buildings and Current liabilities : 
machinery .(less reserve Notes and accounts pay- 
for depreciation) ..... $100,000.00 0 RE Se 50,000.00 
Current assets : BNE © ss cmpiieie wie Kas 30,000.00 
Inventory of raw and fin- 
ished materials ....... 50,000.00 
Accounts receivable .... 15,000.00 
a San ie ne i 10,000.00 
Liberty bonds (fourth 
ei suis genes 50,000.00 


Deferred charges: 
Prepaid insurance and 


NN os a cuba ts aeika sau 5,000.00 
$230,000.00 $230,000.00 
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BALANCE-SHEET—CoMPANY B—Decemser 31, 1919 


ASSETS LIABILITIES 
Capital assets: ae $250,000.00 
Real estate, buildings and Current liabilities : 
machinery (less reserve Notes payable ......... 50,000.00 
for depreciation) ..... $200,000.00 Accounts payable ...... 10,000.00 
Current assets: WRN oc Seds be pcevocaan 65,000.00 
Inventory of raw and fin- 
ished materials ....... 75,000.00 
Accounts receivable .... 15,000.00 
COD - cnsnekanecnaeete 5,000.00 
Investments : 
In company C (at cost) 25,000.00 
Miscellaneous stocks (do- 
INS tcekcnksuas ae 50,000.00 
Deferred charges: 
Prepaid insurance and 
QD pais buss eke 5,000.00 
$375,000.00 $375,000.00 
BALANCE-SHEET—CoMPANY C—Decemser 31, 1919 
ASSETS LIABILITIES 
Current assets : Capital stock ........... 25,000.00 
SNES. in. s Kaeo ks sat $ 35,000.00 Current liabilities : 
CMR co oa so chutcnenates 9,500.00 Accounts payable (to com- 
Deferred charges: 3 BSE Se 10,000.00 
Prepaid taxes .......... 500.00 Miscellaneous .......... 5,000.00 
Surplus ..... phiches ea aes 5,000.00 
$ 45,000.00 $ 45,000.00 
The net income for the year 1920 carried to surplus (per books) was 
as follows: 
Comet & ikciscasséacks $ 20,000.00 
mn cinema pace gaan 25,000.00 
™ ee  Listeowul cheek 5,000.00 
$ 50,000.00 


The following items appear in the respective profit-and-loss accounts 


for the year 1920: 


Income and profits taxes paid for 1919 .... 
Interest accrued on Liberty Bonds .. 


A Co. B 


Co. Co. C 
$1,500.00 $2,000.00 
2,125.00 


se eee , 


Interest paid on indebtedness incurred to 
carry Liberty Bonds ....scccsccsssecess 3,000.00 
Capital additions charged to profit-and-loss 1,000.00 750.00 


Dividends received from miscellaneous in- 


vestments 


re 3,000.00 


Prepare balance-sheet as at December 31, 1919, for tax purposes, and 





also statements showing (1) the determination of the net taxable income 

of the group, (2) the calculation of invested capital and (3) calculation 

of income and mgr taxes payable by the group for the year 1920. 
Solution. is solution differs from the one published in February in 


two particulars, both of which affect the computation of invested capital. 

First, a deduction is made for 1919 federal taxes paid in 1920. 

Second, the deduction for inadmissibles is computed by taking the ratio 
of average inadmissibles to average total assets (inadmissibles plus admis- 
sibles) instead of the ratio of average inadmissibles to average net assets, 
or capital, minus inadmissible. 
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COMPUTATION OF NET TAXABLE INCOME 
Year ended December 31, 1920 
Co. A Co. B Co.C Combined 














Net profit per books .......... $20,000.00 $25,000.00 $ 5,000.00 $50,000.00 
Add non-deductible expenses : 
Income & profits taxes (1919) 1,500.00 2,000.00 3,500.00 
Capital additions charged to 
ret GE TOES «occ e dices es 1,000.00 750.00 1,750.00 
Total .iccsccctsessccccscsecen $22,500.00 $27,750.00 $ 5,000.00 $55,250.00 
Deduct: non-taxable income: 
Interest on Liberty bonds ..$ 2,125.00 $ 2,125.00 
Dividends received ......... $ 3,000.00 3,000.00 
Total deductions ............. $ 2,125.00 $ 3,000.00 $ 5,125.00 
Taxable net income .......... $20,375.00 $24,750.00 $ 5,000.00 $50,125.00 








COMPUTATION OF INVESTED CAPITAL 
For the year ended December 31, 1920 
Capital stock paid up and outstanding December 31, 1919 .... $400,000.00 


Surplue-—-DecentBer 81; T0109 eck iivcdvswccccncensecedes 100,000.00 
TOM isn cncoudavaniasensssankbeleeeeneess eas ebeeaoes $500,000.00 


Less changes in invested capital during the year: 
Income and profits taxes of 1919 paid in 1920: 





Ce Breer rT rere ro rrr oye 1,475.07 
$498,524.93 
Less deduction for inadmissible assets (as computed below)... 40,530.48 
Texwpetel GU. oc asccincanntdecds cucnceseieeincsetee $457,994.45 
Computation of inadmissibles 

Dec. 31, 1919 Dec. 31,1920 Total Average 

Inadmissibles .......... $ 50,000.00 $ 50,000.00 $100,000.00 $ 50,000.00 
Admissibles ............ 565,000.00 565,000.00* 1,130,000.00 565,000.00 
SR inde kena $615,000.00 $615,000.00 $1,230,000.00 $615,000.00 








$50,000 (ave. inadm.) + $615,000 (ave. adm. + inadm.) = 8.13008138% 
8.1300813% of $498,524.93 = $40,530.48 (as above) 


_ *The problem states: “It may be assumed that the miscellaneous 
investments shown on the balance-sheet of the one company and the gross 
assets of all three corporations remained the same during the year 1920.” 
Therefore no adjustment is made for the capital additions charged to 
profit and loss, and for additions to assets arising from profits. 
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CoMPUTATION OF TAX 
NS BU oo oa pcs scebeus os Kdteeendbadisdapasseeieusss $457,994.45 
Excess-profits tax: =—_——— 
Excess-profits credit: 





ero rer Cer ry $ 36,639.56 
EEE signs h rv bg ds <4 cious eneuteban 3,000.00 
dab snes ocsdatas ealesutsieanreneeanel $ 39,639.56 
SN as ia, bc See dieiee eater $ 50,125.00 
BENS GONE 66 ois crictiedvecceies 39,639.56 
Excess-profits tax: 20% of ..........-..e00: $ 10,485.44 $ 2,097.09 
Income tax: 

NSN nS a ce sc uaapvindcberdaes $ 50,125.00 

Less exemptions: 
eT ee $2,097.09 
Specific exemption ............... 2,000.00 4,097.09 

ey Ss TI OE nies kdbak es cxccnstadudeccs $ 46,027.91 4,602.79 


$6,699.88 

This solution is based on a strict interpretation of the statement in 

the problem that the gross assets remained unchanged during 1920. If 

it were not for this specific staternent in the problem, the editor might 

be inclined to agree with the following computation of invested capital 
submitted by Harry Ober, C.P.A., of Boston: 


Capital stock and surplus at beginning of year .............. $500,000.00 
Less deduction for federal taxes for 1919—41.26% of $3,500.. 1,444.10 
$498,555.90 
Less deduction for inadmissible assets (7.8018%) ........... 38,896.33 
$459,659.57 

COMPUTATION OF INADMISSIBLE ASSETS 
Beginning End Total Average 
ee $ 50,000 $ 50,000 $100,000 $ 50,000 
FERRE Mees 565,000 *616,750 1,181,750 590,875 
co 8 rere ree 615,000 666,750 1,281,750 640,875 


Ratio of 50,000 to 640,875 is .078018 or 7.8018% 
*Admissible at end: 


I cla cas ous cobgadheccamncieus $565,000 
ee te eS b giwnd ole eanbas 50,000 


Additions charged to expense ............. 
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In regard to Mr. Ober’s solution, it seems preferable to adhere to the 
definite instructions of the problem, particularly when it is remembered 
that, while profits increase the net assets, they do not necessarily increase 
the gross assets, since the funds arising from profits may be used to 
reduce the liabilities. 

Incidentally, 1920 was a leap year and the invested capital should be 
adjusted on account of taxes by using 42.144809% instead of 41.26%. 

A letter was received from Horace D. Westerfield, of the university 
of Oregon, which contained a correct computation of the percentage of 
inadmissibles. 





George Leon Vannais 


George Leon Vannais, member of the American Institute of 
Accountants, certified public accountant of Connecticut, died at 
Hartford, March 15th. 


Mr. Vannais was born at North Gage, New York, in 1868. A 
great part of his life was spent in public accounting and in accounting 
instruction. He was a partner in the firm of Vannais, Troub & Co., 
and president of the Vannais Accounting Institute. For several years 
he was a member of the Connecticut state board of accountancy. 
He had also been president of the Connecticut Society of Certified 
Public Accountants. Before the formation of the American Institute 
of Accountants, Mr. Vannais was a member of the board of trustees 
of the American Association of Public Accountants. 


Wright, Mendenhall & Wright announce dissolution of partnership on 
March 1, 1922. The members of the firm will continue in practice under 
the name of Wm. Mendenhall & Co., American Bank building, Kansas City, 
Missouri, and Francis A. Wright & Co., American Bank building, Kansas 
City, Missouri. 





Clarkson E. Lord and Frank K. Lord announce the formation of a 
partnership under the firm name of Lord & Lord, with offices at 342 
Madison avenue, New York. 





S. S. Horwitt and B. A. Horwitt announce the consolidation of their 
practices under the firm name of Horwitt & Horwitt, with offices at 
1400 Broadway, New York. 





Edwin Sackmann Linz announces the opening of an office at 540 Munsey 
building, Washington, D. C. 





Edwin E. Adams announces the opening of offices at 1107 Smith building, 
Seattle, Washington. 
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“Causes of Examination Failure” 
Editor, The Journal of Accountancy: 


Sm: Having read the discussions on failures of a majority of candidates 
for the C. P. A. degree, beg to state that the writer was a candidate at the 
American Institute examination held in Richmond, Virginia, during No- 
vember, 1921, and it impressed me as being absolutely fair, although I 
didn’t pass. 

I passed in all subjects except auditing and as that was the first 
subject of examination, feeling somewhat nervous at the start, I attribute 
my failure in that subject to nervousness. By the time I had finished the 
subject of auditing I had regained my self-control to a large extent and 
was able to tackle the rest of the examination with more confidence. 

I must admit that I was agreeably surprised at the lack of ambiguity 
and the lucidness of the problems. Of course, I don’t mean to imply 
that the problems were easy, but from my point of view it would be detri- 
mental to the profession to lower the standard of the examinations, thereby 
admitting unqualified persons. Such a procedure would in a short time 
depreciate the value of a C. P. A. or American Institute certificate so that 
it wouldn’t be worth striving for. 

Yours truly, 
Hilton Village, Virginia. Le & 





“Causes of Examination Failure” 
Editor, The Journal of Accountancy: 


Sir: I read with much interest Mr. Sell’s letter in the March issue 
regarding causes of examination failure, and it appears to me as if he has 
not touched upon the real weak spot in the premises. 

One cannot intelligently discuss this subject who has not taken an 
examination. The writer has and failed the first time, despite the fact of 
having been in practice more than twenty years, with a broad and varied 
experience. 

It is true that nervousness does cause some candidates to fail because 
of not being able to complete all the work in time, but isn’t nervousness 
under such circumstances a sign of weakness or incompetency? I have 
looked in at many sessions of examinations in more than one state, and 
without exception have been impressed with the fact that many candidates 
take the examinations who are no more fitted to become public accountants 
than they are to be president of the United States. I find that candidates 
who have had at least a high school education as a rule do not display any 
nervousness, because they know what an examination means, having been 
through the mill; likewise with college graduates. 

In Massachusetts a candidate who fails is permitted to take the exam- 
ination again, and the record shows that many do so, and from personal 
knowledge the deserving and qualified persists and ultimately passes. 

In my judgment the real answer to the large number of failures lies 
in the fact that there are so many so-called accounting schools and colleges 
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which cater for large classes, and hold out all manner of promises to anyone 
who will pay the tuition fees, looking at the matter from a purely mercenary 
viewpoint, regardless of the person’s ability or qualifications. There are 
hundreds of people, and perhaps thousands, attending such schools with the 
firm belief that they are not only fitted to become public accountants, but 
that by attending the schools they can pass the examination, whereas, as a 
matter of fact, if they were given a slight examination before taking up 
one of these courses, any intelligent person could immediately advise them 
against the undertaking. This is best illustrated by the fact that many 
applicants apply to the writer for positions, stating that they are in the 
fourth year of some school or so-called college and that they intend to 
take the next examination, and yet after a five-minute conversation I can 
tell that they are absolutely unfitted for the public accounting profession. 

It is really a pity that the schools apparently without many exceptions 
will take anyone in as a student who can pay the fee without any regard 
to his real qualifications for the profession. 

It seems to me that part of the explanation as to why so many are 
crowding the so-called accounting schools and colleges is that it has 
frequently been stated in the public press, through speeches by accountants 
and statements by others, that the public accounting field is a gold mine 
with unlimited income, and that there are not enough certified public ac- 
countants to take care of the business that is waiting for them every day; 
and this publicity is capitalized by many schools. This naturally causes 
many immediately to decide to enter the profession by promptly going to 
a school, a college or taking up a correspondence course. 

In reading the various criticisms with reference to the large number of 
failures and finding fault with the examination questions and the boards 
of examiners, I have about concluded that they are from disgruntled teachers 
or schools or colleges, and from candidates who have failed and are in the 
class above mentioned as not qualified for the profession. 

In conclusion I would state that there are just two factors to be con- 
sidered as an explanation. 

1. The widespread publicity given to statements that there are not enough 
certified public accountants to care for existing business and that the income 
is practically unlimited, which causes hundreds of people to flock to school, 
who should not do so. 

2. The fact that so many schools and so-called colleges permit anyone 
to enter their classes regardless of their fitness or chances of success. 

In my opinion the men who are devoting so much of their valuable time 
and ability to the boards of examiners and the preparation of the questions 
are doing a noble work, and the institute is to be congratulated. They and it 
will necessarily be subjected to all manner of fault-finding, but they should 
persist and adhere to the present principle. In due time it will be appreciated 
and the profession will command the recognition it is seeking and to which 
it is entitled. Lower the bars and weaken the requirements, and the pro- 
fession will deteriorate just so surely as water runs down hill. 

Yours truly, 


Wm. Dion. 
Certified Public Accountant. 














The Journal of Accountancy 








Accounting for Contracts 


Editor, The Journal of Accountancy: 

Sm: On page 87 of the February issue, you have an article on accounting 
for contracts. In view of the journal entries, I should like to suggest the 
following: 

Work in process 


To cash or accounts payable 
For manufacture—labor—burden—materials 


Cost of sales ; 
To work in process 
To record the cost of completed contracts 


Accounts receivable 
To advances on work in process 
To record the advances on deliveries made 


Completed contracts 

To sales 
To record the completed contracts per the con- 
tract price. 


Advances on work in process 
To completed contracts 
To transfer the advances made on work in process 
that was completed 
By this method, not only will you have a standard account (advances on 
work im process), but also have an account of completed contracts, which 
is additional and could be used as a controlling account in the general ledger 
to check the subsidiary records of completed contracts. Furthermore, 
the credit balance of the advances on work in process, after charging that 
account with the contract price of completed contracts, definitely indicates 
that it applies to work in process as a deduction from it as shown by you. 
Yours truly, 
Davin CoHEN. 





Society of Certified Public Accountants of the State of New Jersey 

At the annual meeting of the Society of Certified Public Accountants 
of the state of New Jersey held February 14, 1922, the following officers 
were elected: James F. Welch, president; Thomas R. Lill, vice-president; 
Theodore A. Crane, secretary and treasurer; trustees: Charles E. Mather, 
Frank G. Du Bois, John B. Niven, Edwin G. Woodling, John H. Bowman, 
Wiliam H. Compton, Martin C. Ruggaber and Maurice E. Pelouwbet. 





L. A. Oates of Havana, Cuba,and C. A. Harper of Jacksonville, Florida, 
announce the consolidation of their practices under the firm name of Oates 
& Harper, with offices at 27 Blum building, Jacksonville, and O'Reilly 39, 
Havana. 





Ellis A. Laskey announces the dissolution of the firm of Laskey & 
Tropp, and the organization of the firm of E. A. Laskey & Co., with 
offices in the World building, New York. 





Dameron Black & Co. announce the opening of offices at 809-10 Forsyth 
building, Atlanta, Georgia. 
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COST ACCOUNTING TO AID PRODUCTION, by G. Cuarrer Har- 
risoN. The Engineering Magazine Co., New York. 234 pp. 


The aim of Cost Accounting to Aid Production, which is made up of 
articles which have appeared in Jndustrial Management revised and elab- 
orated, is best stated in the author’s own words: 

“The methods formulated by the author and described in the following 
pages represent an absolute revolution in the basic conception of the 
functions of a cost system—whereas the common idea of costs is confined 
to the compilation of information as to past events, under the author’s 
methods all costs are predetermined.”—(p. viii, Introduction.) 


In effect, Mr. Harrison gives methods of setting up standards of costs 
(based presumably upon past results, for we do not see how else such 
standards are to be accurately assumed) and of measuring actual efficiency 
by those standards. The methods are clearly described with the help of 
excellent graphs, and altogether it is one of the best books on the subject 
we have seen. 

Why the author assumes that it is a “revolution” in cost accounting 
that he proclaims is a mystery. Nor are we quite prepared to accept his 
dictum that cost accountants are twenty years or so behind the times. A 
perusal of the 1920 year book of the National Association of Cost Account- 
ants indicates that cost accountants are fully alive to the importance of 
using cost records as standards for future production. For that matter 
it may be confidently stated that all business men more or less consciously 
set up rough standards in the form of comparisons with past years. Of late 
the cost accountant has delved more into units and details—that is all. 
Even Mr. Harrison admits as a final conclusion (which is rather an anti- 
climax for the reader) that 

“There is nothing particularly modern in the basic conception of cost 

predetermination.”—(p. 229.) 

Just so. Why, then, mar the effect of a good text-book by antagonizing 
the entire class of cost accountants to whom it would be of the most use? 

W. H. Lawron. 


ANALYTICAL CREDITS, by ALexanper Watt. The Bobbs-Merrill 
Company, 1921. 258 pp. 


Analytical Credits covers generally the field of commercial credits, making 
the study as nearly scientific as possible by substituting accurate analysis 
for mere guess-work, 

The author first reviews the relation between credits and political economy. 
He further shows that political economy and business are inseparable— 
the former treats of the production, distribution and consumption of the 
wealth of the world; the latter embraces the forces that produce wealth, 
transport it, distribute it and, by good trading and manufacture, increase it. 
The origin of credit, the potential power which exists in credit, the creation 
of credit and the extent of the use of credit are each briefly discussed. 

The author next emphasizes that commercial credit must be kept liquid, 
and that too great a reduction in trade losses will very likely mean the 
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refusal of much good business and its accompanying trade profit. A 
normal loss, which must be determined for each general type of business, 
should be accepted, and it is incumbent upon the credit man to do some 
coéperative thinking and to assist his risk, when necessary, in straightening 
out his business. By so doing the credit man may develop many profitable 
customers. 

The sources of credit information, as discussed, will greatly assist the 
more inexperienced credit man, while the chapter undoubtedly contains 
information of value to anyone interested in the subject. The essential point 
in seeking credit information is to know what is desired, and to write 
letters accordingly. The promiscuous form letter is to be deprecated. 


Inasmuch as credits are closely aliied to collections, the latter subject is 
given ample consideration. Many suggestions and form letters are given. 
The letters seem to lack the personal touch and much of the appeal that 
goes with a real interest in the one to whom the letter is addressed. They 
represent, however, the several series ordinarily made use of, and a study 
of them will be both interesting and profitable. 

The distinction between the trade acceptance and the open customer’s 
account and between trade acceptances and bankers’ acceptances is clearly 
made. The value of the trade acceptance as a credit instrument, as well 
as its limitations, is emphasized. The regulations of the federal reserve 
board regarding acceptances add interest to the chapter and will prove of 
value to anyone not familiar with this form of paper. 

Approximately two-thirds of the volume deals directly with the financial 
statement of the risk and with the other information to be obtained from 
the one desiring credit. The author emphasizes that for credit purposes 
it is not sufficient to deal with absolute quantities of goods or money, 
as revealed by the financial statement, but the effectiveness of the man- 
agement, that makes the development and the securing of profits possible, 
and also the general economic conditions of the times must be considered. 
From his own experience the author has formed the opinion that these 
separate elements should be considered as representing about forty, forty 
and twenty per cent., respectively, of the total facts upon which the decision 
as to credit extension rests. It is therefore essential, by skilful questioning, 
to obtain information other than a financial statement from the customer 
seeking credit, while the credit-man himself must be familiar with the 
economic conditions of the time. 

Numerous forms are shown, all of which are illustrative of the infor- 
mation to be obtained from the risk, and some of which are those used 
by the New York federal reserve bank. Comparative statements are dis- 
cussed, together with the essential divisions that must be made in such 
statements. The author’s remarks concerning the reserves for depreciation 
and bad debts, the provision for taxes, etc., are not in accordance with the 
best accounting practice, and the very points criticized have been for years 
correctly handled by all the better accounting firms. 

The current ratios of liquid assets to current liabilities, of receivables to 
merchandise, of debt to net worth, and of net worth to fixed assets are well 
discussed. These are termed the static ratios. But in addition to these 
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the author shows the imperative need of the velocity ratios, namely, of 
sales to receivables, of sales to merchandise, of sales to net worth, and of 
sales to non-current assets. In many ways these velocity ratios assist in 
revealing the tendencies and the internal policies of the business and hence 
largely determine the advisability of extending credit. 


The chapter on constructing credit barometrics will be found of especial 
interest to all who are desirous of developing, under the theory of the law 
of averages, a normal average or point of concentration for any one of 
the various ratios. The mechanics of computing the barometric is well 
illustrated. The chapters on a critical analysis and a constructive analysis 
of customers’ statements should be of interest, not only to the credit-man, 
but to the accountant who may be called upon to prepare credit information 
for the use of a client. 

The book is well written and is well printed. There is no index, but 
there is a full table of contents, and perhaps in a book of such subject-matter 
the index will not be greatly missed. The volume should prove of value 
to accountants, as well as to credit-men, for the analysis of financial state- 
ments, and of all the information incidental thereto, is very well done, and 
the type of information to be obtained of a client who desires to establish 
credit is clearly set forth. The volume should find a ready welcome from 
accountants throughout the country. J. Hueu Jackson. 


ACCOUNTANTS’ REPORTS, by Wiutttam H. Bett. The Ronald Press 
Company. 247 pp. 


This very timely book deals with the preparation of accountants’ state- 
ments from the standpoint of uniform practice with respect to content, 
form, arrangement and terminology. Accountants realize the futility of 
their work unless the results are presented in a comprehensive way to 
the client; the author therefore emphasizes the necessity of obtaining 
the client’s viewpoint and of presenting all statements in such form and 
language as will be readily understood by the executive reading them. 

The volume deals almost exclusively with the financial statement, the 
income and profit-and-loss statements and with some of the more important 
exhibits which may accompany them. The form and content of the balance- 
sheet are very well discussed in chapter II. Differences in practice regarding 
captions are discussed, as are also the several well recognized forms of 
balance-sheets. The author takes a definite stand in favor of that form of 
balance-sheet which groups current assets and current liabilities, respectively, 
first on the balance-sheet, though he readily admits that the “fixed assets— 
capital liabilities” form is so well established in practice that it will probably 
always continue to be used. When one remembers that the balance-sheet is the 
balance-sheet of the client, and that generally only the certificate is the 
property of the accountant, he will realize that so long as the balance-sheet 
reveals all essential facts the accountant may have little or nothing to say 
as to its general form. Excellent chapters follow on the income and profit- 
and-loss statements, on consolidated statements and on miscellaneous state- 
ments. Fifty typewritten statements are included in these four chapters 
and the author well illustrates the many types and forms of balance-sheets 


313 














The Journal of Accountancy 


ae 
a 








and statements to be found in practice. These model statements, both as 
to form and as to content, should prove of inestimable value to young prac- 
titioners, and as well to older accountants who have never had the advantage 
of wide and varied practice. They are shown in typewritten form, making 
them even more helpful and valuable. In the sixth chapter the author 
discusses the comments that should be made on the balance-sheet items and 
gives specimen “complete” and “condensed” comments which may accom- 
pany the statements to the client. The last three chapters discuss certificates, 
presentations and mechanical features and office procedure. Simple forms 
of audit certificates are shown and ample discussion is given. Illustrations 
of the methods of beginning the formal report or presentation to the client 
are also given. The comments concerning safeguards against the misuse 
of reports are very much to the point, and should be noted particularly by 
the younger members of the profession. 

The book is weli written and is well printed. The author has presented 
the best practice of the day, and the clear and concise methods developed 
are the result of many years of experience with one of the greatest account- 
ing organizations of the country, in supervising the form, arrangement and 
content of accounting statements. It would be well if more of the leading 
accounting practitioners could be persuaded to take time from their practice 
thus to enrich the profession and to build up a great professional literature. 

J. Hue Jackson. 





Hadfield & Rothwell and Frank E. Soule announce the consolidation of 
their practices under the firm name of Hadfield, Rothwell & Soule, with 
offices in the Hartford Connecticut Trust building, Hartford, Connecticut. 





Pullen, Henderson & Co. announce the dissolution of partnership by 
mutual consent. A. M. Pullen continues the practice in Richmond and 
Raleigh, and A. T. Henderson continues the practice at Lynchburg. 





Philip H. Gray and Clyde H. Hunter announce the formation of a 
partnership under the firm name of Gray, Hunter & Co., with offices at 
40 North Dearborn street, Chicago, Illinois. 





Philip Bernstein and Willbach & Co. announce the consolidation of 
their practices under the firm name of Willbach, Bernstein & Co., with 
offices at 1133 Broadway, New York. 





Edward Fraser announces that he has withdrawn from the firm of 
Arthur Young & Company, and has opened an office under the name of 
Edward Fraser & Company in the Scarritt building, Kansas City, Missouri. 





Arthur L. Risley & Co. announce the removal of their offices to 110 
State street, Boston, Massachusetts. 





Leslie, Banks & Co. announce the admission to partnership of Max Rolnik. 
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